DOCOHEHT RESUHE 



ED 116 025 




TITLE 


Income Tax Law: 0 




Book. 




X 11 >^7X lid X V ^ U Li^ 




Sashingtorir D. C. 


REPORT NO 


IES-757-1V75 


PUB DATE 


Nov 75 


NOTE ' 


1 11p. ; For the In 


SDRS PRICE 


HF-$0.76 HC-$5.70 


DESCRIPTORS 


♦Course Content; 




♦Instructional Ma 




Becords (Forms) ; 



CE 005*939 



ABSTRACT 

The course book contain 
military Personnel learning how to prop 
Tax returns. The lessons cover the foil 
for filing returns of income and declar 
exemptions; gross income; exclusions an 
adjusted gross income; percentage stand 
allowance^ and itemized deductions; ren 
aliens; and .exclusion of earned income 
Section 911. For each lesson the course 
introduction^ lesson objectives, explan 
areas within the lesson^ a summary, and 
quiz solutions, a, 1975 Form lOUO road m 
charts, and major applicable tax forms. 



s eight lessons designed for 
erly prepare their O.S. Income 
owing subjects: requirments 
ation of estimated tax; 
d deductions to arrive at 
ard deduction, low income 
tal income and depreciation; 
from sources outside the U*S., 

book provides an 
ations of the various content 

a quiz. Appendixes provide 
ap, dependency exemption 

(JE) 



♦ Doc 

♦ materia 

♦ to (ibta 

♦ repio^u 

♦ of the 

♦ via the 

♦ reppons 

♦ supplie 



uments acquired by EEIC include many i 
Is not available from other sources. E 
in the best copy available. Neverthele 
cibility are often encountered and thi 
microfiche and hardcopy reproductions 
ERIC Document Reproduction Service (E 
ible for the quality of the original d 
d by EDES are the best that can be mad 

4( 4( jft 4( 3ft 4( 4( 4( 4( 4( 4( 4( 4( jfc 4( 4( jfc ]f( jfc 4( 4( 4( 4( 4( 4( 4( ]9e 4t ift sfc 4c 4t 4t ift 4t 9ft ]|( ]|( 



sfc sfc sfc sfc 3^C SfC SfC 3fC SfC 3^ 3^ 3^ 

nformal unpubl 
EIC makes ever 
ss, items of m 
s affects the 
EEIC makes ^va 
DES) . EDES is 
ocument . Eepro 
e from the ori 

9fC4(9fC4t]ft9fC4t4tl|tl|C9fC4t]ft4t 



ished ♦ 

y effort ♦ 

arginal ♦ 

quality ♦ 

ilable ♦ 

not ♦ 

ductions ♦ 

ginal. ♦ 

3^ 3^ 3^ 3^ 3fC 3^ 3^ 3^ 3^ 3^ 



ERIC 



Course Book 




U.S. Armed 
Forces Training 

D[jD©(o)[niD© 

tax law 



Internal Revenue Service 



us OCPAHTMENT OF HEALTH. 
EDUCATION 4 WELPAKE 
NATIONAL INSTITUTE OF 
EDUCATION 

'MfS DOCUMENT MAS BEEN REPRO- 
DUCEO EXACTLY AS RECEIVED FROM 

The person or organization origin, 
atingit points op view or opinions 
stated do not necessarily repre- 

SENT OFClClAL NATIONAL INSTITUTEOF 
EDUCATION POSlTlO^ OR POLICY 



Publication 767 (11-75) 



Preface 

The program for the United States Armed Forces is intended to 
furnish a brief summary of the United States income tax law. This 
course offers a concise compilation of information and reference 
material. 

This publication should not be relied upon as encompassing all 
facets of the subject presented. Research in other authoritative tax 
publications may therefore be advisable on the more difficult or 
unusual problems encountered. In no instance should this publica- 
tion be cited as authority for a position taken. 

Please Note: 

The Interrtal Revenue Code was amended by the Tax Reduction 
■ Act of 1975. The changes made by the Act generally apply only to 
1975. The following is a list of the new provisions which apply to 
individual taxpayers: 

1. $30 exemption credit. 

2. Earned income credit. 

3. Purchase of new residence credit. 

4. Low income allowance increase. 

5. Standard deduction increase. ' . 

6. Income level increase for the child care deduction 
(applies in 1976 and later years). 

Also the Code was amended by Public Law 93-625 which changed 
the interest rate charged or paid in connection with deficiencies, 
etc. from 6% to 9% effective July 1, 1975. 
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Chapter 1. Requirements for Filing Returns of Income and 
Declaration of Estimated Tax 



Introduction 

Short Form 1040 A is filed without any accompanying 
schedules. Form 1040 may be filed with one or more of 
the following schedules if needed: 

Schedules A and B, for itemized deductions and for 
^ dividends or interest over $400; 

Schedule D» for gains or losses on sales or exchanges 
of property; 

Schedules £ and R, for income from pensions, rents, 
partnerships, estates, small business corporations, and 
retirement income credit; 

Schedule F, for farm income and expenses, . 

Schedule G, for income averaging. 

This chapter discusses the requirements for filing ia< 
come tax Ve turns and the declaration of estimated tax. 
Chapters 1-6 and 8 deal only with U.S. citizens. Chapter 
7 deals with the tax problems of aliens. Special emphasis 
is given to mthtary situations. For a broader picture of 
ihe filing requirements that pertain to minors, decedents, 
etc., refer to "Your Federal Income Tax," otherwise 
known as Publication 17. An explanation of the applica- 
tion of penalties to those areas of noncompliance is also 
incorporated in this chapter. 

Objectives— Chapter 1 

Participants should be able to explain the following 
concepts: 

(1) Requirements for filing ' 

(2) Joint vs. separate returns 

(3) Surviving spouse and head*of-household status 

(4) Introduction to Forms 1040, 1040A and 1040X 

(5) Statute of limitations 

(6) Penalties 

(7) Declaration of estimated tax 
Applicable forms foi;this chapter include. 

Form No. 

1310 Statement of Claimant to Refund Due Deceased 
Taxpayer 

4868 Application for Automatic Extension of Time to 
File U.S. Individual Income Tax Return 

2688 Application for Extension of Time to File (Resi- 
dent) 

843 Claim 

1040 Individual Income Tax Return 
1040A Individual Income Tax Return — Short Form 
1040X Amended U.S. Individual Income Tax Return 
1040-ES Declaration of Estimated Tax for Individuals 
2350 Application for Extension of Time for Filing U.S. 
Income Tax Returns (U.S. Citizen Abroad). 

General Rules for U.S. Citizens 

The income level at which an individual must file an 
income tax return is as follows for taxable year 1975. 

Single-Sunder 65 $2,350 

Single — 65 or over 3,100 

Married—Filing Jointly 3,400 

Marned — Filing Jointly (one spouse 65 or over) .. 4,150 



Married — Filing Jointly (both spouses 65 or over) 4,900 

Married — Filing Separately 750 

Dependent taxpayer with unearned income 750 

Persons wiih Income from U.S. Possessions 750 

Sucviving Spouse' 2,650 

The income level at which a return must be filed 
($2,350 for individuals who are not married and $3,400 
for married persons filing jointly) is increased by $750 
for each additional personal exemption for age 65 or 
older to which they are entitled. Exemptions for blind- 
ness and dependents do not appl) to the filing require- 
ments. 

For married couples, these higher filing requirements 
apply only if they have the same household as their 
home at the close of the taxable year. They do not 
apply if either spouse files a separate return or if any 
other taxpayer is entitled to an exemption for either 
spouse. 

The taxpayer must file a tax return if the gross in- 
come level as mentioned above is met or exceeded. This 
applies in all cases regardless of whether: 

(a) the taxpayer's entire tax for the taxable year 
under consideration has been p^id in full or overpaid 
through amounts withheld by the individual's employer 
or through direct payments to the Government on a 
declaration of estimated tax; 

(b) the taxpayer's deductions exceed this gross in* 
come, and thus no tax liability; 

(c) the taxpayer's credits render the return nontaxa- 
ble; or * 

(d) the taxpayer is residing at home or abroad. 

If the taxpayer receives gross income of less than the 
atpount in the "required to file income level category'* 
he is not required to filp, a return. However, suppose a 
new recruit, almost straight out of high school, earns less 
than his "required to file income level.*' Since his gross 
income is less that) his "required to file income*' he does 
not have to file a return, but he should file a return in 
order to recover the taxes withheld from his wages. In 
jhis^case, a properly exe(^uted return Form 1040 or 
Form 1040A serves as, a claim for refund. 

A self-employed mdividual is required to file a tax 
return if net earnings (synonymous with net profit) 
from self-employment are $40Q or more, even though 
gross income is less than his "required to file income 
level.** 

Dependent Taxpayers With Unearned Income 

The filing requirement for children under age 19 or 
full-time students is $750 if: (1) they can be claimed as 
dependents of another and (2) they have unearned 
income. The origin of the dependent's unearned income 
is immaterial. It may come from the yield on inheri- 
tances, gifts, trust income, dividends (after the exclu- 
sion) or even the savings from the dependent's own 
earnings. See Chapter 5 for a discussion on "unearned 
income." * 

Note: If the child or student furnishes more than one 
half of his own support, or is married and files a joint 
return, his parents would not be entitled to a personal 
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exemption for him Therefore, since he does not qualitf> 
as a ''dependent," the unearned income rule would not 
apply. It IS important to note that the child or student 
need not be actually claimed as a dependent. The 
unearned income rule applies if the parent is entitled to 
the exemption regardless of whether he actually claims 
it. 

What Is "Gross Income" for the 
Purpose of Determining Who Must File 

Although subsequent chapters deal specifically with 
*'gross income," and inclusions and exclusions with re- 
gard to ''gtoss income/' it is imperative at this point to 
define ''gross income*' as it applies to the "required to 
file income level" test. 

"Gross income/* for purposes of filing an income tax 
return, means all weailth which fiows to the taxpayer 
(other than a more return of capital), except income 
excluded by statutory provisions. Gross income in- 
cludes income realized in any form, whether in money, 
property or accommodations. In general, if services 
are paid for in other than money, the fair market value 
of the property or services taken in payment must be 
included in gross income. What constitutes "gross in- 
come" may be classified as follows: 

(a) For servicemen, "gross income" for the purpose 
of filing an income tax return includes such items as 
basic pay, incentive pay, special pay, reenlistment bonus, 
dividend income, interest, annuities, etc. 

(b) For rental property, "gross income" means gross 
receipts from rents, that is, before deductions for rental 
operating expenses. 

(c) For sales or other disposition of property, "gross 
income" means the gro^s selling price, less the cost or 
adjusted basis of the property sold or otherwise disposed 
of. 

(d) For a citizen of the United States who claims the 
exclusion of wages earned outside the United States 
because he is a bona fide resident of a foreign country 
for an entire year or physically present in a foreign 
country for 510 full days during a period of 18 consec- 
utive months, a tax return must be filed if the required 
to file income level test is satisfied. In determining 
whether the test- is met, the taxpayer must count such 
excluded income. 

You may have certain civilians (contractors, etc.) 
working at your base whose incomes are not taxable 
because of this exclusion. Ho^Veve^, if their income, 
although excludable, exceeds their required to file in- 
come level, they, nevertheless, are required to file an 
income tax return and submit a Form 2555 with it. 
(This will be covered m Chapter 8 dealing with exclu- 
sions.) 

General Information 
Submitted on a Return 

Members of the Armed Forces should indicate their 
name, social security number, and permanent home ad- 
dress on their returns. Suppose the taxpayer is entitled 
to a refund which he does not wish to be mailed to his 
permanent home address. In ttiat event, it is suggested 
that the taxpayer delete his permanent address and 
enter his* current address. 



Presidential Election Campaign Fund 

A taxpa>er may. designate "^1 (if a joint return, $1 
each for husband and wife) of his taxes to the presi- 
dential election campaign fund by checking the appro- 
priate box(es) on Forms 1040 or 1040A. Checking 
the box(es) will not increase thcf tax or reduce the 
refund. 



Filing Status 

Five filing status categories are listed on page 1 of 
Forms 1040 and '1040A. These are: 

□ Single 

□ Married filing joint return (even if only one had 
income) 

□ Married filing separately 

□ Unmarried Head of Household 

□ Qualifying widow (er) with dependent child 
You axe to check the correct box of the taxpayer 

involved. B> ascertaining his appropriate category at the 
start, )ou will find it easier to decide upon such tax 
features as tax tables to use, exemptions allowable, 
methods of computation, etc. Only one box should be 
checked on a tax return. 



□ Single 

A single person is one who is unmarried as of the last 
day of the tax year. A "single" taxpayer may be a 
bachelor, a person divorced under a final decree, or a 
person who is legally separated or a widow(er). How- 
ever, a person separated under an interlocutary decree 
of divorce is not cons^idered unmarried for this purpose 
and may not file as a single person. 

A taxpayer's status at the close of the year is his 
status for the year. For example,, a person who receives 
a final decree of divorce on 31 December of a given 
year is a '\ingle** taxpayer for the entire year. 

Certain 'single" taxpayers who support dependents 
may also qualify as ''unmarried head of household" or 
"surviving widow(er)." See the explanations of these 
categories which follow. 

□ Married Filing Joint Returns 

A husband and wife may file separate returns or one 
joint return. However, as will be noted in a later discus- 
sion on the advantages and disadvantages of filing joint 
01 separate returns, married taxpayers almost always 
will benefit by filing a joint return instead of filing sep- 
arate returns. 

A joint return must include all the income and deduc- 
tions of both spouses. Thus, even though the income of 
one spouse may be less than $750 and that person 
would not be required to file a return, this income 
would have to be included If the couple decided to file a 
joint return. A joint return may be filed even if one of 
the spouses has no income during the tax year. 

Under no circumstances may one spouse file a sepa- 
rate return to receive a refund of tax on wages withheld 
if the income is less than $750 and, at the same time, 
file a joint return with the other spouse. 
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Effects of Death on ^ Joint Return 

If one spouse dies during the taxable year and the 
surviving spouse does not remarry before the close of 
the tax year» the surviving spouse can file a joint return 
with the deceased spouse. 

Note hs will be studied later, the survivirtg spouse 
may also» under certain circumstances, use the joint 
^ return tax tabljes for the two years following the year of 
death of his or her spouse; an exemption may not, 
how,ever, be claimed for the deceased spouse in other 
than the year of death. 

If the survivmg spouse remarries in the year of death 
of the other, then the return for the deceased former 
spouse would have to be a separate return. However, 
the surviving spouse and the present spouse may file a 
joint return for such taxable year. 

Chapter 3 in Publication 17 discusses in detail the 
law applicable to the filing of returns involving dece- 
dents. The following thoughts are highlighted since they 
are more important: 

(1) When a return is being prepared on behalf of a 
decedent, after the surname write "'deceased'' 

(2) The gross income requirement for filing a return 
for a decedent is the same as that for any other tax- 
payer. 

(3) The executor, administrator or legal representa- 
tive, if one has been appointed, must file the final return 
and sign the return on behalf of the deceased. If no 
person has been appointed, the surviving spouse may file 
the joint return and sign the return adding 'Taxpayer 
and surviving spouse." 

(4) If a refund is due, a Form 1310, Statement of 
Claimant to Refund Due Deceased Taxpayer, must be 
executed by the person claiming the refund. A copy of 

,the death certificate must accompany the Form 1310. 

Citizenship or Residency 

It IS most important to know that m order for mar- 
ried taxpayers to be eligible for the tax benefits of joint 
return filing they must either be citizens or alien resi- 
dents of the United States during the entire taxable 
year. , , 

The taxation of aliens is discussed later in the text. 

Problems of Husband and Wife ElsctingTo Fil6 a 
Joint Return 

Certain problems are frequently encountered by the 
average taxpayers electing to file a joint return These 
problems should be thoroughly understood in order to 
determine whether a joint return or separate returns are 
more advantageoiis. Some of the most common prob- 
lems are listed below. 

(1) The determination of the aggregate adjusted 
gross income y taxable income and credits — When a hus- 
band and wife exercise their statutory rights to file a 
joint return, they are in effect, regardcJd as a single 
taxpayer. The incomes of both are combined in comput- 
ing the combined "adjusted gross^ income" (line 15, 
Form 1040 or line 12, Form 1040A) and the combined 
''taxable income" (line 47, Form 1040 or line 5, Form 
1040A Worksheet). In certain cases, however, separate 
computations may be necessary to arrive at the correct 
adjusted gross income. For example, sick-pay exclusions 
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and dividends received exclusions, if both husband and 
wife qualify for these exclusions, are to be separately 
computed. 

The credits against their tax liability are also, as a 
general rule, aggregated. However, separate computa- 
tions must be employed in those cases where each of the 
spouses IS entitled to the benefits of retirement income 
credits against the tax liability. 

These are but a few examples of specific items which 
require separate computations to arrive at the combined 
credits ihuring to married taxpayers filing joint returns. 

(2) The liability fpr any tax and penalties due on 
such return — if a joint return is filed each spouse is 
generally liable: 

(a) for the full amount of tax due on such return, 
regardless of the amount of his or her separate taxable 
income included therein; and, 

(b) for any increase in liabihty by reason of civil 
penalties imposed. 

Note: Chapter 2 in Publication 17 discusses the "in- 
nocent spouse" exception to the general rule. 

Whether a joint return or separate returns will result 
in a tax advantage depends upon various factors. In 
some of the special situations given below, it is to the 
advantage of the spouses to file a joint return, in others 
it is to their disadvantage. 

Advantagfis of Filing a Joint Return 

A joint return containing large amounts of gross in- 
come generally results in a tax advantage, since the tax 
based on taxable income is computed at rates which 
apply to each one-half of the income. 

A joint return is advantageous when one spouse had 
deductions in excess of gross income. The excess deduc- 
tions of ^the spouse may be applied against the income 
of the other spouse. 

A joint return may permit a greater deduction for 
contributions If one spouse has made contributions in 
excess of the allowable limitation and the other spouse 
did not use up his or her maximum allowable deduc- 
tion. 

A joint return would be advantageous when the gross 
income of one spouse is less than $750, since the other 
spouse would benefit by the excess of the deduction for 
the $750 exemption over the income of such spouse. 

Disadvantages of Filing a Joint Return 

If one spouse has a heavy medical expense deduction 
and a moderate income and the other spogse has a 
moderate income and no medical expenses^, it would 
ordinarily be to their disadvantage to file a joint return. 
A smaller adjusted gross income allows a greater medi- 
cal deduction. 

Conclusion 

A military man and his U.S. citizen or resident alien 
wife will find it more advantageous to file a jplnt return 
because the tax rate applicable to a joint return is much 
more beneficial than that applicable to separate returns 
and because, as a rule, the medical needs of military 
personnel and their families are administered at low cost 
to such personnel. 
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□ Married Filing Separately 

Married persons nvay file separate tax returns if they 
choose to do so. Each spouse reports his own income, 
claims his o\vn deductions and exemptions, and com- 
putes his tax under rates applicable to married persons 
who file separate tax returns. Each spouse is liable for 
an> tax due on his return and is entitled to the refund if 
the tax paid in advance exceeds the tax liability shown 
on the tax return. 

If either spouse had at least $750 income and the 
* other did not, the spouse who had at least $750 may file 
his own separate return while the other need not file. 
The spouse filing the return must report only his own 
, income. If the spouse not filing had no income and was 
not the dependent of someone else, then the one filing 
may claim his spouse's exemption. 

May Separate Returns Be Substituted for a Joint 
Return or Vice Versa? 

Separate returns may be substituted for an original 
joint return only if tl^ey are filed on or before the 15th 
da) of the fourth month following the close of the 
taxable year. In other words they must be filed before 
the expiration of the due date of the return (15 April 
for calendar year taxpayers). 

Married taxpayers who elected to file separate returns 
are permitted to change their election. An amended 
joint return may be filed within three years from the 
regular due date of the return, exclusive of any exten- 
sion of time granted to either spouse. 

If a taxpayer was married and entitled to file a joint 
return at the time of filing a separate return, he and his 
spouse may subsequently elect to file jointly even though 
at the' time of such eleCflion they arc legally separated or 
divorced. \ 

If either spouse has died, the election to change from 
a separate to a joint return with respect to the decedent 
can be made only by the executor or administrator. 

A joint return may not be substituted for original 
separate returns if: 

(a) either spouse has instituted an action against the 
Government in any court with respect to his taxes for 
that year; 

(b) either spouse has entered into a closing agree- 
ment with respect to that taxable year; or 

(c) either spouse has compromised any civil or crimi- 
nal liabilities for taxes with respect to that year. 

Married Individuals Filing Ssparatfi Rfiturns 

If a husband and wife fik separate Forms 1040 and 
one elects to itemize deducRpns the other must also 
itemize. If one itemizes deductions on Form 1040, the 
other may^not take the Standard Deduction, use the 
Optional Tax Tables, or file EDrh^lO40A. The spouses 
must be consistent in their election. 

Married Persons Living Apart 

An abandoned spouse is not considered married if she 
(or he) (1) files a separate return and maintains as her 
home a household which constitutes, for more than 
one-half of the taxable year, the principal place o( 
abode of her dependent son, daughter, stepson, or step- 
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daughter for whom she is entitled a dependency exempt- 
tion for the year, (2) she furnishes more than one-half 
the cost of maintaining the household and, (3) during 
the entire taxable year her spouse is not a member of 
the household. 

□ Unmarried Head of Household Status 

This tax computation results in a lower tax lability 
than the separate status, but in a higher one than the 
joint return status. In fact it falls about half-way be- 
tween these two computations. 

- To obtain this benefit the taxpayer must meet two 
requirements. 

Requirement (1>--Marital Status 

The taxpayer must be unmarried (or legally sepa- 
rated)^ on the last day of the tax year. An interlocutory 
decree of divorce does not give the taxpayer an unmar- 
ried status. 

If at the end of the tax year the U.S. taxpayer is 
married to \ spouse who was a nonresident alien at 
some time during the tax ^ear, the U.S. taxpayer is not 
considered married for purposes of this head of house- 
hold test. However, the nonresident alien spouse does 
not qualify as a relative or dependent for purposes of 
Requirement (2) explained below. 

A Widow or widower cannot be considered as head of 
household as long as he or she is entitled to the benefits 
of a surviving spouse (Note, however, that the latter's 
tax rate is more beneficial than the head of household 
rate) . 

"* * 

Requirement (2>-7-Maintenance of Household 

The taxpayer must furnish over half of the cost of 
maintaining a household for the entire year for at least 
one relative (not his spouse). Whether this relative must 
also qualify as a dependent and whether he or she niust 
actually live in the taxpayer's household depends upon . 
the relationship. 

Father or Mother — A father or mother must qualify 
as a dependent and must live with the taxpayer or in a 
home maintained for them. In this situation, qualifica- 
tion as a dependent cannot arise because of a multiple 
support agreement. 

Unmarried Child, Grandchild, Stepchild or Poster 
Child — An unmarried child, grandchild, stepchild or 
foster child must live with the taxpayer, but does not 
have to qualify as a dependent. 

Any Other Relative — Any other relative must live in 
the taxpayer's home and must qualify as a dependent. 

Temporary Absences — Temporary absences for vaca- 
tions, schools, sickness, etc., are disregarded m deter- 
mining whether a related person actually lived in a 
household. Military service may be considered a tVnpo- 
rary absence. \ 

The following items are included in the cost of main- 
taining a household: rent, mortgage interest, taxes, in- 
surance on the premises, repairs, utilities, domestic help, 
and food consumed in the home. The cost of clothing, 
education, medical and dental treatment^ vacations, and 
transportation is not considered as part of the expense 
of maintaining a household. 



Example. Taxpayer's wife died several )ears ago and 
he has not remarried. An unmarried son lives in the 
house, but he cannot be claimed as a dependent. The 
taxpayer furnished over half the cost of maintaming the 
home. Head of household status may be claimed by the 
taxpayer. 

□ Widow(er} With Dependent Child ^ 

This computation results in the same tax liability as a 
joint computation and is available to an eligible survivor 
for 9nl) the two next succeeding taxable years following 
the death of the spouse. 

The exemption deduction for the deceased spouse 
may not be claimed by the survivor when this filing 
status is used. (Remember that the exemption can be 
claimed for the year of death because the surviving 
spouse IS permitted to file jointl) with the decedent.) 

The requirements for this computation are as follows. 

(a) One spouse must have died within the two pre- 
ceding taxable years; - 

(b) The husband and wife must have been entitled to 
file jointly for the year of death; it is immaterial 
whether they actually did file jointly; 

(c) ^ The survivor must not have remarried; 

(d) The survivor must have a chijd or stepchild who 
quahfies as a dependent; and 

(e) The survivor jriust furnish over half the cost of 
maintainmg a home which is the principal place of 
abode for a dependent child or stepchild, except for 
temporary absences (vacations, schools, sickness, etc.) 

Example. Commander Palmer's wife died last year 
and a joint return was filed for that year. He was 
unmarried at the end of the current year and he main- 
tained a residence for his child who qualified as his 
dependent. He may use the joint return tax computation 
for the current year since he qualifies as a surviving 
spouse. Note that he cannot claim an exemption deduc- 
tion for his deceased spouse, for the current year. 

The privilege of filing as surviving spouse is not 
granted if: 

(a) The taxpayer remarries before, the end of his 
taxable year; or 

(b) The taxpayer or his spouse was a nonresident 
alien. 

What Form to File 

Eligibility for Filing Form 1040A 

Taxpayers may use Form 1040A for 1975 if: 

(1 ) their total income (regardless of amount) is from 
.wages, salaries, tips, and not more than $400 in divi- 
dends or interest, and ' 

(2) they do not itemize their deductions. 

Note. Taxpayer may disregard the $400 limitations 
for interest and dividends if not required to file a re- 
turn but files to get the earned income credit. 

Who May Not File Form 104OA 

A taxpayer is not eligible to file Form 1040A if the 
taxpayer: 

(1) had income other than wages, salaries, tips, or 
more than $400 in either interest or^dividends, ' 



(2) had uncollected employee tax (social security 
tax) on tips as shown on his Form W-2, ^ 

(3) had received $20 or more in tips in any one 
month and did not fully report these tips to his em- 
ployer, 

(4) files a separate return and the spouse itemizes 
deductions, 

(5) IS a nonresident alien (Form 1040NR should 
be used), 

(6) could be claimed as a dependent on his parent's 
return, and had $750 or more of dividend and interest 
income, or has total income of more than. $10,000 if 
single or unmarried head of h9usehold ($5,937 rf 
married and filing separately), ^ 

(7) claims the retirement income credit, or certain 
other credits, or 

(8) makes adjustments to gross income for sick pay, 
moving expenses, or employee business expenses. 

See Instructions for Preparing Short Form 104OA 
for other circumstances in which a taxpayer may not 
use Form 104aA. 



Here Is a Test To Help Taxpayers Decide Whether 
They Can Reduce Their Tax* Liability by Itemizing 
Deductions on Form 1040 

A taxpayer filing jointly Of as surviving widow(er) 
should Itemize his deductions on Form 1040 if his 
income on line 12 of Form 1040A is: 

• less than $11,875 and his allowable itemized de- 
ductions (see Chapter 5) total more than $1,900. 

• between $11,875 and $16,250 and his allowable 
Itemized deductions total more than 16% of hne 12. 

over $16,250 and his allowable itemized deduc- 
tions total more than $2,600. 

Note if the taxpayer ij, married and filing separately 
the above dollar amounts must be^divided in half. 

A taxpayer filing as singl^:;^r head of household 
should Itemize his deductions on Form 1040 if his 
income on line 12 of F'orm 1040A is: 

• less than $10,000 and his itemized deductions 
total more than $1,600. 

• between $10,000 and $14,375 and his itemized 
deductions total more than 16% of line 12. 

• over $14,375 and his itemized deductions total 
more than $2,300. 



When and Where To File an Individual 
Income Tax Return 

15 April IS the final date for filling individual income 
tax returns if taxpayers use a calendar year. The 
return should be sent to the appropriate Internal Reve- 
nue Service Center for the state in which the taxpayer is 
located as shown in the instructions on Forms 1040 and 
1040A. If his principal place of abode for the tax year 
IS outside the United States, and he has no legal resi* 
dencc or principal place of business in any Internal 
Revenue District withm the United States, he should file 
his return with the Internal Revenue Service Center, 
11601 Roosevelt Boulevard, Philadelphia, Pennsylvania 
19155. 



Exceptions to 15 April Due Date for 
Calendar Year Individual Taxpayers 

Written Application 

(1) A taxpayer may get an automatic two-month 
extension of time to file Form 1040 by properly com- 
pleting Form 4868 { Applicatioij for Automatic Exten- 
sion of Time to File U.S. Individual Income Tax 
Return). Taxpayers filing this application are assured of 
an extension of time to file unless notified to the 
contrary/ 

The application must be filecrwith the appropriate 
Internal Revenue Service Center on or before the nor- 
mal due date of the tax return. In submitting Form 
4868, It IS necessar) to make a tentative tax estimate for 
the year. Any tax due after taking into account prepay- 
ments (such as withholding or estimated tax payments) 
must be paid with the application. 
\^ Interest on any unpaid portion of the final tax is Kj% 
a month (up to a maximum of 25%) from the original 
due date of Form 1040 to the date of payment. The 
late payment penalty of 4j% a month will ^so apply 
unless there is reasonable cause for failure to pay on 
time. However, the late payment penalty will not apply 
if the balance due on the return is less than 10% of the 
total tax and payment of the balance due is remitted 
with the return. 

Except in severe or undue hardship cases, a taxpayer 
must take adavantage of the automatic extension provi- 
sions before any longer extension will be granted. Fur- 
ther extensions <of time to file beyond 2 months will not 
be automatic ^^nd must be specifically granted. A tax- 
payer may request a further extension by filing Form 
2688 (Application for Extension of Time to File U.S. 
Individual Income Tax Return). 

(2) U.S. citizens abroad who expect to receive ex- 
empt earned income may request an extension by filing 
Form 2350. ' 

Note: The duplicate Form 4868 should be attached 
to the face of the completed tax return when it is filed 
as evidence of the extension. Any payment you made 
with the application for extension should be entered 
on line 21(d), Form 1040. You may not use Form 
1040A or elect to have the Internal Revenue Service 
compute your tax if you applied for an extension of 
time to file. 

Extension While Abroad 

Citizens of the United States, who, on 15 April, are 
outside the United States and Puerto Rico, are allowed 
an automatic extension of time until 15 June for filing 
the return for the preceding calendar year. In addition 
to the tax liabilit) due, however, interest on the liability 
is incurred at the rate of 9% per annum from 15 April, 
the normal due date, to the date paid. The interest rate 
is 6% on amounts due before July 1, 1975. 

If a taxpayer takes advantage of this automatic exten- 
sion, a statement must be attached to the reUirn showing 
he was outside the United States or Puerto Rico on the 
tlue date. 

The automatic 15 June extension applies to individu- 
als filing separate returns when both spouses are outside 
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the United States or Puerto Rico on 15 April. It also 
applies when onl) one spouse is outside the United 
States or Puerto Rico on 15 April, provided a joint 
return is filed. What are the filing requirements of a 
husband and wife who wish to file separate returns if 
only one spouse is outside the United States or Puerto 
Rico on 15 April? 

Example: Capt John Baker is stationed in Korea on 
15 April 1976 and his wife is living in Idaho on that 
date They decided to file separate returns for 1975. 
Capt, Baker has until 15 June 1976 to file his return but 
his wife must file her return by 15 April 1976. Had they 
filed a joint return the automatic 15 June 1976 exten- 
sion would have applied in their case. 

Combat Zone Service or Hospitalization 

Members of the Armed Forces of the United States, 
or any other individuals, such as Red Cross workers, 
Federal civilian employees, industrial technicians and 
^accredited correspondents who support such Armed 
Fprces have until 180 days after they leave a combat 
zone or are discharged from continuous hospitalization 
outside the 50 states and the District of Columbia as a 
' result of injury incurred in the combat zone, for filing 
any Federal income, estate or gift tax return, or declara- 
tion of estimated tax, paying these taxes, claiming re- 
fund, bringing suit upon any of these claims, being 
liable for assessments or deficiencies, or being subject to 
levy. 

Missing Persons 

No Federal income tax return of, or payment of any 
Federal income tax by, a member of a uniformed force 
or civilian officer or employee of any department who, 
at the time any such'return or payment would otherwise 
become due, is absent from his duty station in a status 
of missing, missing in action, interned in a foreign coun- 
try, captured, beleaguered, or besieged by 'a hostile 
force, or detained rn a foreign country against his will, 
shall becornedue until the earlier of : (A) the 15th day 
of the 3rd month in which he ceased (excepf by reason 
of death or incompetency) to be absent unless within 
that period he again becomes absent under the forego- 
ing conditions or (B) the 15th day of the 3rd month 
following the month in which an executor, administra- 
tor, or conservator of the estate of the taxpayer is 
appointed. The postponed returns should also be accom- 
panied by explanatory statements when filed. Note that 
this postponement is not llniited to the geographical 
limits of any con:ibat*zone. 

The spouse of an individual in missing status may 
file a joint return during the period he is in missing 
status even if it is subsequently determined that he had 
been killed in action in a prior year. Such spouse may 
also file as survivmg spouse (if she has a. dependent!, 
child) for two years following the year in 'which her 
husband's missing status is changed. 

Statute of Limitations 

The law prescribes a specific period within which the 
Commissioner may assess and collect income taxes. 
Listed below are vartuus hmitation periods applicable to 
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the assessment and collection of iilcome taxes. The fol- 
lowing is not all inclusive. 

General Rule 

Normally income taxes uall be assessed within 3 years 
after the return was filed (whether or not such return 
was filed on or after the date prescribed), and no pro- 
ceeding in court without assessment for the collection of 
the tax may. be begun after the expiration of that pe- 
riod. An income tax return filed before the last day 
prescribed by law or by regulations for the filing thereof 
will be considered as filed on that last day. Whenever 
the period of limitations begins to run from the date of 
filing the return, it means the date of filing the original 
return. The limitations period does not generally begin 
on unsigned returns. 

Failure to File a Return 

If a taxpayer fails to file a return there is no limita- 
tion on assessment and collection of income tax. The 
assessment may be made at any time. 

FMes False or Fraudulent Return With 
Intent to Evade Taxes 

If a taxpayer files a false or fradulent return with 
intent to evade taxes there is no limitation on assess- 
ment and collection of income tax. 

Files and Omits More Than 25% of Gross 
Income Properly Includible Therein 

If a taxpayer omits from his gross income an amount 
which IS more than 25% of the gross income stated on 
his return, the period of limitations for assessment and 
collection of the tax expires 6 years from the date of 
filing the return. 

Statute of Limitations on Claims for 
Refund by Taxpayers 

The period for filing timely claims for refund or 
credit on income tax is as follows: 

(a) If a return is filed, a claim for credit or refund of 
an overpayment must be filed by the taxpayer within 3 
years from the time the return was filed or 2 yOars from 
the time the tax was paid, whichever expires later. 

(b) If no return is filed, the claim for credit or 
refund of an overpayment must be filed by the taxpayer 
within 2 years from the time the tax was paid. 

The running of the statute of limitations on filing 
claims for refund is suspended because of service in a 
combat zone. 

Penalties 

Delinquency Penalty 

In the case of failure to file an income tax return on 
or before the date prescribed for filing (determined with 
regard to any extension of time for such filing), there 
will be added to the tax required to be shown on the 
return, the amount specified below, unless the failure to 
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file the return within the prescribed time is shown to the 
satisfaction of the district director t6 be due to reasona- 
ble cause. The amount to be added to the tax is 5% 
thereof if the failure is for not more than one month,- 
with an additional 5% for each additional month or 
fraction thereof during, which the failure continues, but 
not to exceed 25% in the aggregate. The addition is 
computed on the net amount of tax due. 

Negligence Penalty 

If any part of any underpayment of tax is due to 
negligence or intentional disregard of rules and regula* 
tions, but witfiout intent to defraud, 5% of the under- * 
payment will be added to the tax. 

Fraud Penalty 

If any part of any underpaymrent of tax is due to 
fraud, 50% of the underpayment will be added to the 
tax. ^ 

Occasionally a taxpayer will, for one reason or an- 
other, fail to file an income tax return for a particular 
year. Failure to file can bring upon a taxpayer both a 
criminal and a civil fraud penalty, so that a' taxpayer 
would be well counselled to file an incom? tax return no 
matter how late such filing is. Sometimes a taxpayer 
who owes tax does not have the funds to pay and, 
because. he is unfamiliar with the law, fails to file a 
return, thus leaving himself open to the suspicion of < 
fraud or penalties for, failure to^file. In the following 
)ears the taxpayer, once having failed to file, may not 
file even when refunds are due. Eventually when he 
does file he may lose his refunds for prior years because 
the statute of limitations has expired. Yet if he h^d 
filed a timely return for the first year that he owed some 
tax in which he could not pay, he would merely have 
been subject to 9% (6% before July I, 1975) per an- 
num interest (and the one-half of 1% penalty discussed 
below), and would not have left himself Open to 
fraud penalties or jeopardized his refunds. Therefore, 
it is always better to file a timely return even if a 
taxpayer does not have the money to pay his tax 
liability. 

Failure To Pay Tax Penalty 

If the taxpayer fails to pay the income tax^hen due , 
there will be added to the tax an additional penalty 
charge of one-half of 1% a months not exceeding a 
total of 25% of the averdue amount. For failing to pay 
the income tax whenNdue, the penalty is imposed on the 
amount shown on the' return as due, less amounts that 
have been withheld, estimated tax payments, partial 
payments, and other applicable credits. This penalty is 
not imposed if it is shown that the failure to pay the tax 
IS due to reasonable cause and not to wilful neglect. The 
failure "to pay" penalties are in addition to -the regular 
9% interest charged on overdue taxes. 

The 9% per year interest charged for delayed pay- 
ment of tax IS fully deductible from income in comput- 
ing taxable incopfie. TheJ^^eof 1% penalty is not de- 
ductible m arriving at taxabiPmcome because it is spe- 
cifically referred to as an addition to the tax and as a 
penalty. 
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Estimated Income Tax Payment 
In General 

In order to have all individual taxpayers on a pay-as- 
you-earn basis, many U.S. citizens, and resident and 
nonresident aliens are required to estimate their tax 
liabilities and to pay at least 807c of the tax in advance 
through so-called quarterl) payments and withholding 
by the employer. Form 1040-ES, Declaration of Esti- 
mated Tax for Individuals, is used to report the esti- 
mated tax to the Internal Revenue Service and is filed 
with the taxpayer's income tax return. A nonresident 
alien must use Form 1040-ES (010). 

Additional charge for failure to pay estimated income 
and self-employment tax. — An additional charge of 9% 
(6% before July 1, 1975) a year is imposed by law for 
underpayment of installments of estimated tax receipts 
in certain situations. The charge does not apply if each 
installment is paid on time and (a) is at least 80 per 
cent (66 2.3% for farmers and fisherman) of the 
amount due, or (b) is based on a tax computed by 
using your income for last year and this year's tax 
rates and exemptions. For additional exceptions in 
unusual cases sec Form 2210. 

Who Must Make a Declaration 

Every citizen or resident of the United States must 
make a declaration of his estimated tax if he: 

(1) can reasonably expect gross income to exceed 

(a) $20,000 rn the case of 

1. a single individual, 

2. a head of household, 

3. a surviving spouse, or 

4. a married individual entitled to file a joint 
declaration if his spouse does not receive any wages; or 

5. a married person living apart (as described 
on page 4) . 

(b) $10,000 in the case of a married individual 
entitled to file a joint declaration if both spouses receive 
wages; 

(c) $5,000 in the case of a married individual who 
is not eligible to file a joint declaration; OR 

(2) can reasonably expect to receive more than $500 
from sources other than wages subject to withholding. 

No declaration is required, however, if the estimated 
tax can reasonably be expected to be less than $100. 

An employee having earnings subject to withholding 
may wish to have his employer withhold more than the 
minimum amount of income tax, thus reducing his esti- 
mated tax liability after deducting withholding and elim- 
inating the need for a declaration. For the serviceman 
whose only source of income is his military pay, the 
possibility of an estimated tax penalty is remote because 
the withholding from such pay is more than adequate to 
cover his situation. However, many personnel have in- 
come not subject to withholding (dividends, interest, 
capital ^ains, annuities, rents, etc.). These people have 
the problem of filing an estimated tax declaration and 
making the quarterly payments in accordance with such 
declaration. 

Due Dates 

Ordinarily calendar )ear taxpayers first file their dec- 
laration of estimated tax by 15 April of the taxable 



year. For the taxpayer who is outside the United States 
on 15 April filing may be postponed until 15 June. If 
the estimated tax return is not filed until 15 June then 
one-half of the estimated tax is due and payable with 
the return. The following example illustrates the normal 
due dates and amounts of estimated tax payments: 



Total estimated tax $3,000.00 

Less. Estimated withholdmg from pay .. . $2,000.00 

Estimated tax $1,000.00 

Payments of estimated tax— ' 

15 April (paid with declaration) $250.00 

15 June $250.00 

15 September ; $250.00 

15 January (after end of taxable year) .. $250.00 

Total f $1,000.00 



Note - The fourth payment (15 January after the end 
of the taxable year) need not be piade if the taxpayer 
files his return on or before 31 January of the succeed- 
ing calendar year and pays in full the amount computed 
on his return as payable. 

Amended Declarations 

Generally, if an individual has filed a declaration and 
the facts and circumstances later indicate that his in- 
come will be substantially greater or less than he pre- 
viously estimated on his original declaration, the 
Amended Computation schedule on page 2 of Form 
1040-ES should be used to determine the amended esti- 
mated tax. The amended estimated tax should then be 
shown in item 1 of the next declaration-voucher filed, A 
declaration or amended declaration which would other- 
wise be due to be filed on 15 January need not be filed 
rf the income tax return for the taxable year is filed and 
the tax due paid by 31 January. 

Note: It is important to retain copies of cancelled 
checks to prove paymei>t of taxes to the Internal Reve- 
nue Service if the return is examined. 

Alternative 

To circumvent the problem of filing a declaration of 
estimated tax (mdeed to insure that no tax is due with 
the filing of a taxpayer's income tax return), an alterna- 
tive method is presented. 

(1 ) At the beginnmg of the taxable year estimate the 
taxable income for the coming year. 

(2) Compute the tax. 

(3) Divide the tax by the number of military pay 
checks in the year. 

(4) Inform the personnel officer to withhold the 
amount computed in 3 above (to the nearest $5 per pay 
check) from each pay check. 

This suggestion requires little more work than that 
necessary to compute an accurate declaration of esti- 
iTiaicd tax. 

Additional Facts on Wa^Withholding 

An indivi/iu^ will not be subject to withholding of 
income tax if he\:f rtifies to his employer that he expects 
to have no income tax liability for the current year and 
that he had no tax liability for the prior taxable year. 



This provision relieves individuals who earn less than 
the amount required to file a tax return from filing a 
return solely to obtain a refund of the tax withheld. 

Voluntary Withholding on Pensions and Annuities 

Pension and annuity payments are subject to income 
tax withholding when the payee requests withholding. 

If the taxpayer wants to take advantage of this provi- 
sion he should contact his personnel officer. 

Summary 

Who Must File-Citizens and Residents 
of the United States 

Tax Year 



Filing Status 1975 

Single—under 65 $2,350 

Single — 65 or over 3,100 

Married Filing Jointly 3,400 

Married Filing Jomtly 

(one spouse 65 or over) 4,150 

Married Filing Jointly 

(both spouses 65 or over) 4,900 

Married Filing Separately (See Note 1) 750 

Married Couples Living Apart (See Note 2) 750 
Dependent Taxpayer with 

Unearned Income (See Note 3) 750 

Surviving Spouse 2,650 



Notes: ( 1 ) The higher filing requirements do not ap- 
ply if any other taxpayer is entitled to claim an 
exemption for either spouse* 

(2) For married couples, the higher filing require- 
ments apply only if they have the same household as 
their home at the close of the taxable year. 

(3) Any unearned income of a taxpayer wha could be 
claimed as a dependent of another reduces the filing re- 
quirement to $750. 

Special Notes: (1) Exemptions for blindness and de- 
pendents do not apply to the filing requiremnts. 

(2) Taxpayers with $400 or more of self-employment 
inc^e must file. 

General Information on Return 

(a) Social Security Number 

(b) Permanent Home Address (note refund situa- 
tions requiring current mailing address) 

(c) Presidential Election Campaign Fund. 

Filing Status 
Separate Returns 
'General Rule 

( 1 ) Filed by one taxpayer 

(2) Includes only his income and deductions 

(3) Filed in the name of and signed by that taxpayer 

(4) Norrtif^'ly filed by taxpayer who is not married at 
the end of his lax year. 

Exceptions 

(1) Married taxpayers nia) file separate returns. 

(2) Citizen or resident who is married to one who 
was d nonresident alien at some time during the tax 
year must file a separate return unless he qualifies as 
head of household. 
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(3) Spouse died — survivor does not remarry before 
year end, a joint return may be filed, j 

(4) Single person may have head of household or 
j^rviving widow(er) status. y 

(5) Certain married individuals living apart. 

Joi)it Returns i 

(1) Taxpayers may owe less if they file joint returns 

(2) Marital status — If on last day of taxable year 
taxpayers are: 

(a) Married and living together 

(b) Living in commoi^ law if in common law state 

(c) Married and living apart but not divorced or 
legally separated \ 

(d) Separated under interlocutory decree of di- 
vorce. 

(3) Effect of death of one spouse 

(a) Joint return for year of death. 

(b) Surviving spouse rate for two succeeding 
years if certain requirements are met. 

(c) Remarriage in year of death — decedent's re- 
turn must be separate. Newlyweds can file jointly. 

(d) Executor must file on behalf of decedent or 
spouse when none is appointed. 

(e) Refund claim with Form 1310 — submit copy 
of death certificate. 

(f) Both taxpayers must sign a joint.Teiurn. 

(4) Citizenship or Residence — Entire Taxable 
Year. 

Unmarried Head of Household Status 

Rate is less than separate status, more than joint 
return status. * 

Requirements 

( 1 ) Marital Status 

(a) Unmarried or legally separated on last day of 
tax year, or 

(b) Married to a nonresident alien at some time 
during year and who meets second requirements, or 

"*(c) Certain married individuals living apart. 

(2) Maintenance of household 

(a) Furnish over half of the cost of maintaining 
household 

(b) For entire year 

(c) For at least one relative (not his spouse). 
Relative — Definition for purpose of (2) (c) above: 
Father or Mother — rnust be dependent and must live 

with taxpayer or in a house maintained fdr them. 

Note: Dependency qualification cannot arise from a 
multiple support agreement. 

Unmarried child, grandchild, stepchild or foster child 
— must live with taxpayer — does not have to qualify as 
a dependent. 

Any other relative — must live in taxpayer's home and 
be a dependent. 

, (d) Temporary Absences — Military service, vaca- 
tion, school, sickness, etc.» do not negate living with 
taxpayer clause. 

(e) Cost of Maintaining Household — Rent, mort- 
gage interest, taxes, insurance on premises, repairs, util- 
ities, domestic help and food consumed in home are 
considered as costs of maintenance. 

Clothing, education, medical treatment, vacations and 



transportation are not considered as costs of mainte- 
nance. 

Surviving Spouse Status 

(1) Same tax rate as a joint return. 

(2) Available to an eligible survivor for only two 
next succeeding tax >ears following death of spouse. 

(3) Exemption for deceased- spouse cannot be 
claimed by survivor. 

Require?nents 

(1) One spouse must ^ave died withm the two pre- 
ceding tax years. 

(2) Must have been entitled to file jointly for year of 
death. 

(3) Survivor must not have remarried. 

(4) Survivor must have a child or stepchild who 
qualifies as a dependent. 

(5) Survivor must furnish 50% of the cost of main- 
taining a home which is principal abode of such de- 
pendent. 

Note. Surviving spouse filing status cannot be used if 
taxpayer remarries before the end of hiS tax year or if 
the taxpayer or his spouse was a nonresident alien. 

When and Where to File 
When to file 

15 April filing date — normal calendar year taxpayer 
15 June if taxpayer is outside U.S.A. or Puerto Rico 
on 15 April 

Interest at 9% per annum due from 15 April to filing 
date. 

Extension by filing Form 4868 (Application for Au- 
tomatic Extension) Combat zone servicfe or hospitaliza- 
tion — 180 days after leaving combat zone or hospital 
outside U.S.A. 

Missing persons postponement — earlier of the 15th 
day of th third month in which he ceased to be -absent 
or on the 15th day of the third month following the 
month in which an executor, administrator, or conserva- 
tor of the taxpayer's estate is appointed. 

Where to file 

Military personnel — Appropriate Internal Revenue 
Service Center. 

Statute of Limitations 

(a) General rule — 3 years after due date or filing 
date whichever is later 

^ (b) 25% understatement of income — 6 years 
(c) Fraud — no statute 

Penalties 

Failure to pay tax — % per month up to a maxi- 
mum of 25% 

Delinquency — 5% per month up to a maximum of 
25% 

Negligence — 5% of any underpayment 
Fraud— 50% 

Note: Voluntary late filing may result in Delinquency 



penalty— Maximum 25%. However, failure to file dis- 
covery by IRS can result in criminal and civil fraud. 

DeclarJttofl tf Estimattd Tax 

Penalty — 9% per annum broken down into quarterly 
installments 

Due Dare— 15 April, (15 June if outside U.S. on 15 
April) ' " 

Installment Dates— \5 April, 15 June, 15 September, 
and 15 Jan. (note filing and payment by 31 Jan. negates 
15 Jan. installment) 

Alternative — Compute tax due and have pro-rata 
amount withheld each ^ay day. 

y 

Quizzes for Chapter 1 

Yes-No Quiz 

Check applicable box to show if the taxpayer must 
file a tax return m each case study that follows. You 
ma> use the summary schedule to help >ou answer. 

A. Tax year 1975 — Single taxpayer, age 20, a college 
student, $2,000 earned wages, n<if unearned income. 

□ Yes □ No 

B. Tax year 1975 — Smgle taxpayer, age 28, $1,100 
self-employment income, wage income $550. 

□ Yes □ No 

C. Tax year 1975 — Married couple, husband over 65, 
Social Security income of $800, wage income of 
$4,200. 

□ Yes □ No 

D. Tax year 1975 — Married couple both under 65, 
wages $5,900. 

□ Yes □ No 

E. Tax year 1975 — Married couple both under 65, 
bank interest $250, wages of $2,500. 

□ Yes □ No 

F. Tax year 1975— Single, age 17, high school stu- 
dent, $380 income from delivering newspapers, 
$600 in wages, $20 bank interest, dependent upon 
parents. 

□ Yes □ No 

G. Tax year 1975 — Married couple, husband over 65, 
wife under 65, Social Security income $965, wage 
income $2,900, jointly owned dividend income 
$550; interest income $125. 

□ Yes □ No 

H. Tax year 1975 — Married taxpayer filing separately, 
age 21, $700 wages, $97 in dividends. 

□ Yes q No 

I. Tax year 1975— Single taxpayer age 67, dividend 
income $950, wages $1,400, interest income $220, 
and tip income of $250. 

□ Yes □ No 

True-False Quiz 

liidicate whether each of the followmg statements is 
true or false by inserting "X" in the appropriate box. 
1. Every citizen of» the United States must file a re- 
turn if his gross income is $750 or more. 

□ True □ False 
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2. If a single taxpayer's deduction exceeds his gross 
income of $2,700 he is not required to file a return. 

'O True □ False 

3. A college student worked 'as a handy man during 
the summer vacation and Earned S2,200. He had 
no other income. His employer, however, wai un- 
able to pay the student's wages. In lieu of v^ages, 
Ihe student accepted an automobile offered by the 
employer, which had a fair-market value of $1,350 
at that time. The student is required to file a re- 
turn because he actually earned $2,200. 

□ True □ False 

4. A husband and wife who are n'ot living together 
but are not legally separated under a decree of 
divorce or separate maintenance on the last daV 
of the taxable year may file a joint return. 

□ True □ False 

5. Sue, Jim's wife, died during the early part of the', 
year. Sue had income from wages in the amount of 
$300 for the taxable period from which $36 in tax 
had been withheld. She had no other income. Jim 
remarried before the close of the year and his 
present spouse had no income A return is njpt 
required to be filed for Sue. 

□ True □ False 

6. Assume the facts in question 5 — Jim may file a 
joint return with Sue for the year to avail himself 
of her exemption, $750, because it is in excess of 
her wages, $300. 

Q True Q False 

7. A 17 year old student received $900 in dividends 
and purchased a used car. Since he is under age 19 
and receives more than one half of his support 
from his parents, l\e is not required to file a return. 

□ True □ False 

8. A husband and wife must be consistent in tfieir 
choice of separate returns. If one spouse itemized 
deductions the other spouse must also itemize de- 
ductions. ^ 

□ ,True □ False 

9. Citizens of the United States who are residing in a 
foreign countfy, or traveling m a foreign country 
on the due date of their returns are automatically 
entitled to an extension of time, for, filing their 
returns, not to ejtceed 6 months. ^ 

□ True Q False 

10. Bob filed a timely return for the calendar year 
1972 on 1 April 19^3. The statute of limitation 
would normally expire on I April 1976. 

□ True □ False' 

Multiple Choice Quiz 

Directions;^— C'lTclc the appropriate letter to select 
the best answer to *each of the following questions. ^ 

L The test io be applied in determining whether a 
return of income must be filed by a person residing 
in the United States Is based on 

A. gross income, 

B. adjusted gross income. 

C. a single individual with gross income of 
$3,000. 

D. net profits. 

E. gross receipts. 



2. All of the following must file a return of income 
EXCEPT 

A. a minor attending school who earned $3,000 
during vacations. 

B. a single individual with tax liability of $1,200 
whose employer withheld taxes of $1,250 on 
his salary. 

C. a single individual with gross income of 
$3,000 but who has deductions of $3,500. 

D. a single individual 71 years of age with gross 
income of $2,600. 

E. a United States citizen residing in France 
whose salary was $20,000. 

3. H has gross income of $4,000 and deduction of 
S500. His wife, W, has gross income of $500 from 
which $50 has been withheld by her employer. 
They may file as follows: 

A. A joint return not including W's income and 
deductions. 

B. A joint return not including W's income and 
deduction with W also filing a separate return 
to receive a refund on taxes withheld by her 
employer. 

C. A joint return including the income and de- 
ductions of both. 

D. A joint return including the income and de- 
ductions of both with W also filing a separate 
return to receive a refund on the taxes with-^ 
held by her employer. 

E. Any of ihe above. 

4. H became a widower in January and remarried in 
December of the same year. Neither his deceased 
wife nor his present wife had any gc.oss income. In 
filrng his return for the same year H 

A. may file a joint return with his deceased wife. 

B. may file a joint return with his present wife, 

C. must file a separate return. 

D. may file a'joint return with his deceased wife 
for a one month period, a separate return for 

* 10 mor^ths, and a joint return with his present 

wife for one month, each of the short periods 
^ subject to annualized computation. 

E. may file as in D above not subject to annual- 
ized computation. 

5. A joint return would be advantageous in all of the 
following EXCEPT 

A. when one spouse has a large amount of gross 
income and the other a nominal amount. 

B. when both spouses have a modest income, 
but one spouse has a heavy medical expense 
and the other has none. 

C. when one spouse has deductions in excess of 
gross income. 

D. when one spouse has made contributions in 
excess of the allowable limitation and the 
other has not used up his maximum* allow- 
able deduction. 

E^when gross income of one spouse is less than 
$750. 

6. All but one of the following statements concerning 
the period of limitations with respect to assessment 
and collection of income tax are correct Select the 
EXCEPTION. 

A. There is no limitation period, if no return is 
filed. 



B. If an individual omits from his gross income 
an amount greater than 25% of the gross 
income stated on his return, the period of 
limitation expires 6 years from date of 
filing. 

C. If an individual files false or traudulent 
return with mtent to evade taxes, there is 
no limitation period. 

D. If an individual who files his return on a 
t calendar year basis files his return on 30 

January, the limitation period is 3 years 
after that date. I 

Question-Answer Quiz 

1. State whether a United States income tax return is 
required to be filed by a United States citizen 
under the following set of circumstances. 

a. Chester Bradley accepted a' discharge from the> 
Air Force in Japan, on 15 January. He was 
unemployed for three months, * then earned 
$2,400 as a clerk in the Air* Force Exchange. 
On 1 Oct. he reenlisted as a Staff Sergeant in 
the Air Force. 

b. William Brown, a former Army sergeant over 
65 years of age on 31 Dec. of the taxable year, 
earned $1,900 from employment by the Euro- 
pean Exchange Systems in iu PX in Florence, 
Italy. 

c. Oscar Mills, former Army machinist, 63 years 
of age, conducted his own lathing business at 
Vienna, Virginia. His gross income derived 
from capital as well as personal services was 



$595 for the taxable year and his net income 
was $410. 

2. Bobby Barr, the 19-year-old son of Captain Barr, 
who IS stationed at Rome, Italy, was a full-time 
student at Columbia University. He visited his 
father in Rome and, while there, earned $480 for 
part time work on which U.S. income tax was 
withheld. 

a. Must Bobby file a United States income tax 
return? 

b. May he obtain a refund of the U.S. income tax 
withheld from his earnings? If so, how? 

3. With what office should the following taxpayers file 
their United States income tax returns, if tax is due 
with the returns — ' 

a. A taxpayer whose actual and legal residence is 
in St. Paul, Minn. 
' b. An officer of the United States Army on duty 
in Spain and havmg his legal residence in 
Georgia. 

c. A civilian employee of the United States Air 
Force in Japan, who h^s no legal residence or 
principal place of business in the United States. 

4. Aunt Rebecca, the relative of Bill Edwards, a U.S. 
soldier, stationed in Heidelberg, Germany, spent 
the entire year in Edwards* home because of the 
illness of his wife. She had dividend income of 
more than $750 from a stateside source. 

a. Is she required to file a U.S. income tax return? 

b. Assuming in the above situation that her only 
income was from Social Security benefits, 
would she be required to file a JLJ.S. income tax 

' ■ ' -return? 
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Chapter 2. Exemptions 



Introduction 

This chapter deals with personal exemptions and de- 
pendency exemptidns. Although it is true that, in mili- 
tary parlance, a wife is a dependent, it is most impor- 
tant to recognize that, for income tax purposes, a wife 
may be an exemption but never a dependent. You will 
notice that five dependency tests must be met before 
exemptions for dependents may be claimed There are, 
however, specidl relief provisions applicable to claiming 
dependent children which do not apply' to other relatives. 

Objectives 

Participants should be able to explain the following 
concept^:- 

(1) All situations involving personal and dependency 
exemptions 

(2) The correct procedure for preparmg -Form 1040 
and Form 1040A 

Applicable forms for this chapter include. 
Form No, 

2120 Multiple Support Declaration.' 

Personal Exemption 

Every taxpayer is entitled to a personal exemp- 
tion of $750 in filing a Federal Income Tax Return. In 
addition, the taxpayer may be entitled to extra exemp- 
tions for age, blindness, spouse, and dependents. 

Credit 

In addition to the $750 personal exemption,^ a $30 
tax credit is allowed for each personal exemption that 
a taxpayer can claim. However, there are no credits for 
the additional exemptions for taxpayers who. are 65 or 
over or blind. The credit is* available only for taxable 
years ending in 1975. 

Exemption for Age 

An additional $750 exemption is allowed a taxpayer 
who IS 65 or older by the last day of the tax year,. A 
person is considered to be 65 on the day before his 65th 
birthday. 

Exemption for Blindness 

An additional $750 exemption is allowed a taxp^er 
if he IS blind on the last day of the tax year. A p^r^ is 
considered to be blind if the central visual acuity does 
not exceed 20/200 m the better eye with cofrecting 
) lenses, or the widest diameter of the visual field sub-^ 
tends an angle no greater than 20 degrees. If a tax- 
payer is totally blind, a statement to tltis effect must 
be attached to the return. If the taxpayer is partially- 
blind, a statement from a qualified physician or regis; ' 
tered optometrist must be attached to the return verify- 
ing that the taxpayer*s vision is not greater than de- 
scribed above. If partial blindness will never improve 



beyond the above standards, the taxpayer should attach 
to the return a certified opinion to this effect from a 
physician skilled in diseases of the eye. In future years» 
only a statement referring to this opinion need be 
attached. 

Exemption for Wife or Husband 

A married taxpayer filing a joint return may claim an 
exemption for his or her spouse. The exemptions for 
age and blindness also apply for both spouses, but they 
are not allowed for a*dependent. (Note that when filing 
jointly all taxable income of both spouses must be in- 
cluded on the return). 

Example. Assume husband and wife file a joint re- 
turn and have no children or other dependents. 

( 1 ) If both weVe under 65 and neither was blind, they 
would be entitled to two exemptions. 

(2) If both were under 65 and one was blind, they 
would be entitled to three exemptions. 

(3) If both were over 65 and blind they would be 
entitled to six exemptions. 

If a separate return is filed by a married taxpayer, an 
exemption for the spouse may be claimed only if such 
spouse has no income and is not the dependent of 
another taxpayer. If both husband and wife file separate 
returns, neither may claim an exemption for the other. 

Example. Husband and wife each filed separate re- 
turns. The wife earned $300 from which $40 income 
tax was withheld. She received a refund of $40 on her 
return. The husband cannot claim her as an exemption 
on. his return even though her income was less than 
$750. 

There is an important distinction between an exemp- 
tion and a dependent. The rules for claiming depend- 
ency exemptions do not apply to personal exemption of 
spouses. For instance, even though the taxpayer did not 
marry until December 31 (his wife being supported by 
her father until then) he still is entitled to file a joint 
return and claim her as an exemption. As we shall see 
in the next section, the wife's father could not claim her 
as* a dependent under these circumstances. 

If the taxpayer's wife died during the year, he may 
still claim her exemptions if he has not remarried by the 
end of the year. If a taxpayer ^i^^vorced or legally 
separated from his wife at the end Wilis tax ydar, he 
may neither claim an exemption fpr her nor file a joint 
return with her. 

Exemption for Nonresident Alien Spouse 

A United States citizen may clain^an exemption for a 
nonresident alien spouse if the alien spouse has no 
income from United States sources and is not the dt- 
pcndent of another taxpayer. ThV exemptions for age 
(being 65 or more) and blindness are allowed in the 
case of the nonresident alien spouse exemption. 

Exemptions for Dependents 

The taxpayer is allowed an exemption of $750 for each 
person who qualifies as a dependent of the taxpayer. 
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However, no additional exemptions are allowed for the 
age or blindness of a dependent. If the dependent was 
bom or died during the year, a full $750 exemption is 
allowed if the dependenc) tests are met for the part of 
the year in which the dependent lived. 

To obtain this $750 dependency exemption each of 
the following five separate tests must be met. 

(1) Support Test 

(2) Gross Income Test 

(3) Member of Household or Relationship Test 

(4) Citizenship Test ^ 

(5) Joint Return Test 

See Appendix C for step-b>-stcp procedures for 
applying these tests. 

Support Test 

The taxpa)er must furnish over half of the total 
support of the dependent dunng the calendar year. In 
determining whether an individual has received over 
half of the support from the taxpayer, compare the 
amount of the support provided by the taxpayer with 
the entire amount of support which the individual re- 
ceived from other sources This includes tax-exempt 
income and savings which are used for the support of 
the dependent Items not to be considered when deter- 
mining total support are scholarships, automobile pur- 
chases, life insurance premiums, ind Federal, state and 
local income tax payments. 

Total support is generally the total expenditures in- 
curred in furnishing food, shelter (at its fair rental 
value), clothing, education, medical and dental care, 
recreation, transportation, and other similar necessities. 

Miscillaneous Support Information 

(1) Amounts paid to others as child care or disabled 
dependent care to enable the taxpayer to be gainfully 
employed may be included as part of total support, even 
though such amounts are deductible ^^s itemized deduc- 
tions. 

(2) Social Security^ benefit payments made to a child 
of a disabled parent "must be considered as furnished 
by the child in determining who furnished more than 
one-half of the child's support. 

(3) Aniounts received as a scholarship for study at 
an educational^institution by the taxpayer's child, step- 
x:hild or legally adopted child who is a student are not 
4aken into, account in determining total support. 

Example: Taxpayer's son receives a scholarship val- 
ued at $1,000. In the same )ear the taxpayer provides 
the son's only other support of $800, The taxpayer may 
claim the son as a dependent as the $1,000 is not 
counted in determining total support. 

(4) An appointment to an) Armed Services academy 
is not a scholarship. In fact, a relative in an Armed 
Sccvice academ> ma) not be claimed as a dependent if 
this person is there for a full year. Nor may a relative 
in the Armed Services be claimed as a dependent. Such 
person is supported by the Armed Services or self 
supported, whether an officer, enlisted man, caciet, or 
midshipman. If such relative is in thft Armed Services 
or one of the academies for only part of the year, such 
person may be claimed as an exemption if all the five 
dependency tests are mel. However, the amount of com- 
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pensation and allowances received by the relttive from 
the Armed Forces and used for this relative's support 
must be taken into account. This is true of cadets and 
midshipmen also, since such appointments do not 
constitute scholarship awards. 

(5) Tax-exempt income (social security, armed 
forces family allotments, nontaxable pensions, etc.) and 
savings which are used for the support of a dependent 
must be included in computing total support to deter- 
mine whether the taxpayer furnished more than half of 
such total support. 

(6) The part of a dependency allotment contributed 
by the Government, as well as the part withheld from 
the pay of service personnel, is considered furnished 
by that person in determining whether this person fur- 
nishes over half the support of a dependent. If the 
allotment is used to support dependents other than those 
from whom the allotment is authorized, an exemption 
may be claimed for those other dependents if they 
otherwise qualify. 

Example: Taxpayer is in the Armed Forces and 
authorized a dependency allotment for his widowed 
mother, who used the amount received for the support 
of herself and his younger sister. He provides no other 
funds for their support. If more than half of their 
support is provided by the allotment, the taxpayer may 
claim exemptions for both his mother and his sister, 
even though the allotment was authorized for only his 
mother. 

Caution: A taxpayer should keep careful records of 
the amounts spent for the support of dependents, partic- 
ularly if the taxpayer is divorced or legally separated 
because the amount of support furnished to any of the 
taxpayer's children not living with the taxpayer during 
the year as well as the amount of support furnished 
other dependents must be entered on the tax return. 

Multiple Support Agreement 

In one exceptional situation the taxpayer may claim a 
dependency exemption even though the taxpayer did 
not provide over half of the dependent s support. When 
two or more persons together support another indivi- 
dual for the calendar year, one of the contributing 
group may take the deduction if: 

(1) No one person contributed more than half the 
dependent's support, and 

(2) Each member of the group, were it not for the 
support test, would have been entitled to the depend- 
ency exemption, and 

^ (3) The member of the group claiming the deduction 
gave more than 10% of the dependent's support, and 

(4) Each'^member of the group, except the person 
claiming the exemption, files a Form 2120 indicating 
that they will not claim the same exemption in the 
same calendar year. The Form 2120 must be attached 
to the return of the individual claiming the dependent. 

Support Test in Case of Child 
of Divorced Parents 

Genirally, if— 

(1) A child receives over half of his support dur- 
ing the year from the child's parents who are 
divorced or legally separated and 



(2) Such child IS in the custody of one or both 
parenis for rriSre than half of that year. 

Then- 
Such child shall be treated as receiving over half of 
his support from the parent having custody for the 
greater portion of the year 

Unless— 

( 1 ) The decree of divorce or separate maintenance 
provides that the parent not having custody shall 
be entitled to the deduction for the child and such 
parent provides at least $600 for support 

OR 

(2) The parent not having custody provides $1,200 
or more (or if there is more than one such child, 
$1,200 or more for all of such children), and the 

• parent having custody does not clearly establish 
that he (or she) provides more for the support of 
such child. 

If the divorced parent having custody is remarried 
and his or her new spouse provides support for the 
child, and the parent and the new spouse file a joint 
return, then the support contributed by the new spouse 
will be considered to have been contributed by the 
divorced parent and be added to his or her support for 
purposes of this test. 

Chart 3 in Appendix C provides a step-by-step proce- 
dure in applying the support test for a child of divorced 
parents. 

Gross Income Test 

The dependent's gross income for the calendar year 
must be less than $750 unless the dependent is the 
taxpayer's child and (a) is a student, or (t) has not 
reached age ,19 by the close of the calendar year. 

A "student*' is defined a^ one, who during some part 
of any five calendar months of the taxable year, is in 
fulMime attendance at. an educational institution. 

For tax purposes, the term child includes the taxpay- 
er's son, daughter, stepchild, legally adopted child, a 
child placed by an authorized agency in the taxpayer's 
home for legal adoption, or a foster child. 

Example. Taxpayer's 23-year-ol4 son earned $750 
during the calendar year while he Vas a full-time stu- 
dent. His 18->ear-old daughter earned $800 during the 
year. The taxpayer provided over half the support for 
both children. The taxpayer is entitled to a dependency 
exemption of $750 for each child, even though the 
children will file their own returns and also claim their 
own exemptions. 

In making the gross income test, the gross receipts 
from rental property is considered as gross income with- 
out reduction for taxes, repairs, etc. 

Member of Household or Relationship Test 

To be claimed as a dependent a person must either be 
(1) a member of the taxpayer's household and live with 
the taxpayer for the entire year, or (2) related to the 
taxpayer. 

An individual is not a member of the household if at 



any time during the tax )ear the relationship between 
the taxpayer and the individual violates local law. 

A relative for this purpose includes a taxpayer's .chil- 
dren, grandchildren, great grandchildren, stepchildren, 
brother, sister, parents, grandparents, stepmother or 
father, a brother or sister of the taxpayer's father or 
mother, nieces, nephews and his in-laws. Once any of 
these relationships are established by marriage they are 
not terminated by death or divorce. ^ 

Dependency deduction for foster children — A foster 
child is considered to be your child if your home is the 
child's principal place of abode and the child is a 
member of your household for the entire year* Thus, 
for example, you may claim a dependency exemption 
for your foster child even though he has $750 or more 
gross income for 1975 (if the child "is under 19 years 
old or is a student), provided he is a member of your 
household and you furnish more than half of his sup- 
port for the year. 

Citizenship Test 

An individual who is not a United States citizen or 
national will not qualify as a dependent unless (l) a 
resident of either the United States, Canada, Mexico, 
Canal Zone, or the Republic of Panama at some time 
during the calendar jear in which the taxable year of 
the taxpayer begins, or (2) legally adopted by a citizen 
taxpayer and for the taxable year of the taxpayer has 
the principal place of abode in and as a member of the 
citizen taxpayer's household. 

A child born to or legally adopted by a taxpayer in 
the Philippine Islands before J fanuary 1956 may be 
claimed as a dependent if the taxpayer was a member of 
the Armed Forces of the United States at the time the 
child was born or adopted and tne child is a resident of 
the Republic of the Philippines during the taxable year. 

A child born in a foreign country, whose mothei is 
a nonresident alien and whose father is a U.S. citizen, 
is a U.S. citizen and qualifies as a dependent provided 
the other dependency tests are met. 

Joint Return Test 

A taxpayer is not allowed an exemption for the 
dependent if he or she files a joint return. 

Example: Taxpayer supported his daughter for the 
entire year while her husband was m college and work- 
ing. She and her husband filed a joint return. Even 
though taxpayer meets all the other tests, the daughter 
may not be claimed a$ a dependent because she filed a 
joint return. 

Note: There is one exception to this rule. A depend- 
ency exemption, otherwise allowable, will not be dis- 
allowed if a joint return is filed by the dependent and 
his or her spouse merely as a claim for a refund and if 
no tax liability exists for either spouse on the basis of 
separate returns. 

Summary 

Personal Exemptions— $750 
Separate Returns Filed by Husband 

Husband can claim wife only if she has no U.S. in* 
come and is not the dependent of another (military 
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man's wife who is supported by her father cannot be 
claimed by the military man if he files a separate 
return). 

^ Distinction Between Exemption and Dependent 
(Wife V. Relative) 

Exemptions for Dependents-$750 
(is not prorated) 

Note. No additional exemptions are allowable for 
dependents who are 65 or bhnd. 

Death of dependent during the year has no effect on 
the exemption. 

Dependency Tests 

Five dependency tests- Support, gross income, mem- 
ber of household or relationship, citizenship, joint 
return. 

Support Test— 

(1) Furnish over 50% support during calendar year 

(2) Scholarships are not considered in determining 
total support 

(3) Items considered as support: 

Food Medical care 

Shelter Recreation 
Clothing Child care 

Transportation Education 
^ Child support (but not alimony) 

Note: Armed Forces academy appointees who are 
there for the entire year are not dependents. However,c 
if appointees for only part of year they may be depend- 
ents if other tests are met. 

Relatives m the Armed Forces are not dependents of 
:inyone. 

Total dependency allotments and B.A.Q. allotments 
are considered as support provided by military person- 
nel (both his pay and that paid by the Government). If 
such allotment is used to support another relative the 
military man may also claim dependency for such other 
relative — all other tests being met. 

Multiple Support Declaration — See Form 2120. 

Gross Income Test 

Must be less than $750 unless 

( 1 ) Child is-under 19 at the end of year, or 

(2) Full-time stjjdent. 

Member of Household or Relatlonshrp Test 

( 1 ) Must be member for enUre year (including foster 
children), or 

(2) must be related (children, grandchildren, great 
grajxdchildren, parents, grandparents, stepchild, brother, 
sister, stepmother or father, brother or sister of father 
or mother, nieces, nephews and in-laws). 

Citizenship Test * 

(1) Must be citizen or national of the U.S., or 

(2) resident of U S., Canada, Mexico, Canal Zone, or 
Panama at some time during the year, or 



(3) legally adopted by a citizen and is a member 
of the household of such citizen for the entire year and 
the pnncipal place of abode is such citizen's household. 

Joint Return Test 

Taxpayer cannot claim dependent if such dependent 
files a joint return. 



Quizzes for Chapter 2 
Question-Answer Quiz 

1. What are the income tax exemptions granted to an 
individual United States citizen taxpayer under 65 
and not blind. 

a. who files a separate return? 

b. who files a joint return with his spouse? 

2. What proof of blindness is required? - 

3. ^ Give the five general tests which must be satisfied 

to entitle the taxpayer to an exemption for a de- 
pendent. 

4. a. Is the exemption for a dependent ever allowed 

for an individual who has $750 or more gross 
income? 

b. If so, give the circumstances. 

5. Is the requirement for citizenship or residence of a 
dependent ever waived? If so, please explain in 
detail. 

6. What expenditures are included in the term "sup- 
port"? 

7. Is the amount of a Class **Q" allotment properly 
considered to be a support payment by the member 
of the Armed Forces who makes the allotment? 

8. Is a spouse ever considered to be a dependent? 
Why? 

9. The wife of Colonel Briggs is a Greek citizen. Her 
sister lived m the Briggs' home in Athens, Greece, 
for the entire taxable year and Colonel Briggs sup- 
plied more than 50% of her total support. 

a. May Colonel Briggs claim his sister-in-law as a 
dependent? 

b. \yhat would be your answer to (a) if the 
sister-in-law were a Canadian? 



10. 
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Jane Farley lived in her father's home in Indianap- 
olis, Indiana, for the entire taxable year. Her father 
supplied more than 50% of her total support, how- 
ever, her husband, an army private on duty abroad, 
filed a joint return with his wife. 

a. May Jane's father claim her as a dependent on 
his return? 

b. Had Jane's husband filed a separate return, 
would he have been entitled to claim her as an 
exemption if her father, who supplied more 
than 50% of her support, also had claimed her 
on his return? 

The 19-year-old son and the 17-year-old daughter 
of Major Albeer were full time students who lived 
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at home and attended the Munich branch of Mary- 
land University. During vacation, the son earned 
$800, $500 of which he invested in common stocks 
which he planned to hold for long-term growth 
The daughter earned $100 which she used to buy 
clothes for her own use. Major Albeer paid more 
than 50^c of the total support of the children Is 
Major Albeer entitled to dependency exemptions 
for both of his children? If not, explain. 

12. Colonel Howard, a native of Miami, Florida, owns 
and maintains a small house there which is used as 
the home of Mrs. Howard's parents. The parents 
have no other income except Social Security bene- 
fits, but do receive spme amounts from another 
son, Andrew, and a aau^hter, Bettsy. Andrew an^ 
Betts) signed written agreements that they would 
not claim their parents as^^cpendents. The Social 
Security benefits amounted to less th^a'ny/2 of .Mrs. 
Howard's parents' total support. 

a. Is Colonel Howat^l entitled to claim Mrs. 
Howard's parents as dependents on his joint 
U.S. income tax return? 

b. Suppose the home had a fair rental value of 
$200 per month, and that Andrew and Bettsy 
contributed $2,000 each to the support of their 
parents, who would be entitled to claim the 
parents as dependents? 

13. The wife of Captain Thompson is a native of 
Izmir, Turke>, and she has never visited the United 
Statd^ 

a. Is Captain Thompson entitled to an exemp- 
tion for his wife on his U.S. income tax return? 

b. Assuming Mrs. Thompson earned $2,000 as a 
secretary* for a United Nations Mission to Tur- 
key, would your answer to question "a" remain 

*^ the same? 

*c. May Captain and Mrs. Thompson file a joint 
return under either "a** or "b"? 

14. Warrant Officer Jones is unmarried and has lived 
abroad for many years. His mother, a widow, lives 
with another widow, a life-long friend, who owns 
and maintains the house m which they live. W/0 
Jones contributed $1,200 to his mother's support. 
His married sister contributed $500 in cash and 
clothing valued at $150 to their mother's support. 
If the fair rental valuer of the quarters supplied by 
the friend was $1,200 (a) who may claim an ex- 
eiDption for the mother? and (b) is a multiple 
support agreement necessary? (c) If so, by whom 
should it be signed? 



Support Test Problem 
Fads 

Bill and Nancy Coslow were separated under a writ- 
ten separation agreement Jn 1965. The written sepa- 
ration agreement provided that Bill would pay $300 per 
month for the support of Nancy and $75 per month for 
the support of their child. As provided in the agree- 
ment, Nancy had custody of the child for the entifre 
year 1975. 



Assumption No. 1 {based on the above Separation 
agreement) 

During 1975 Bill paid the $3,600 for the support of 
Nancy and $900 for the support of the child. Nancy 
spent $1,700 for the total support of the childT BUI and 
Nancy did not file a joint return for 1975. 

Who is entitled to the child's exemption for 1975? — 



Assumption No. 2 * 

Assume the same facts as in Assumption No. 1, 
except that on January 1, 1975, Bill and Nancy entered 
into a written agreement which stated that Bill would be 
entitled to the child's exemption on his tax return. 

Who is entitled to the child's exemption for 1975? — 



Assumption No. 3 

During 1975 Bill paid the S3,600 for the support of 
Nancy end $900 for the support of the child. In addi- 
tion, he had custody of the child fox seven months 
during the year. During this seven month period he 
provided $1,000 toward the child's support. The total 
support (provided by both parents) of the child was 
S4,000 for the year. 

Who IS entitled to the child's exemption for 1975? — 



Return Preparation Problem 

Prepare Form 1040A, using information below. 
(Compute balance of tax due or overpayment) 
Joseph P. Brown, E7, U.S. Army, unmarried 

Permanent Home Address: 



2000 Main Street 
Rockville, Maryland 
Montgomery County 



20850 
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Social'Security Number: 452-22<-6389 
Filed previous year*s return from same address 

Salary: U.S,vArmy $6,163 

(Tax Withheld $816.00) 

Dividends, X Corp 62 

Interest, National Bank 

(savings acct.) 315 
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Tax Computation Problems 



ui?o^tfnn5?^!J tImJ ^^Pl^^L^ in the filing situations below (not able to itemize) 
use Optional Tax Tables which show the tax before the $30 credit for 1975. 



Adjusted Gross Income 



Filing Status 



Income Tax 



(a) S 9,200.00 

(b) 6,803,00 

(c) 7,322.00 

(d) 8,733.00 



(e) 6,378.00 

(f) 11,112.00 

(g) 12,126.00 

(h) 13,202.00 



Married, filing jointly 
Two children 

Single 

Married, filing jointly ^ 

Husband 66; wife 60 and blind 
Husband filing separately 
Spouse not filing — no income 
Two dependent children \\ 
One child, blind ^ 

Taxpayer, age 65 

One dependent child 

Head of household \ 

Married, filing jointly 
Three dependent children 

Married, filing separately, two dependent 
children, spouse also filing 

Single ; 



ERLC 



2\i 



Chapter 3. Gross Income 

Introduction 

You learned in Chapter I that the liabilit> of a tax- 
pa>er for filmg a return is determined b> the amount of 
his "gross income. " Determination of "grois income" is 
the first step in the computation of an income tax 
liability. This chapter deals first with those items of 
income which are specifically taxable to the Armed 
Servicemen (various types of military pay) and then to 
other types of taxable income which apply to all taxpay- 
ers (dividends, interest, etc.). When reference is made 
to a particular part of Form 1040 or Form 1040A, look 
at the Form. In this way you will become familiar with 
the returns. 

Objectives 

Participants should be able to explain the following 
concepts: 

(1) The different types of income to be reported, 
e.g., military pay and other income; and where such 
Items are reflected on Form 1040 or Form 1040A. 

(2) The law and practical application of Form 1040. 

(a) Supplemental income. Schedule E " , 

(b) Capital gams and losses, Schedule D 
Applicable forms for this chapter include. 

Form No. 

Schedules A & B, Itemized Deductions and Dividend 

and Interest Income 
Schedules E & R, Supplemental Income Schedule and 

Retirement Income Credit Computa'tion 
Schedule D, Capital Gains and Losses 
2350 Application for Extension of Time for Fihng U.S. 
Income Tax Return 

(U.S. Citizen Abroad Expecting Exempt Income) 
2119 Sale or Exchange of Personal Residence 
4798 Capital Loss Carryover 

Income Defined^ 

**InCome" has been defined as the gain derived from 
capital, from labor, or from both combined provided it 
is understood to include prqfit gained through a sale or 
conversion of capital assets. 

Since income is not present unless there is a gain, you 
can see that a mere return of capital is not included in 
gross income. For example, the total of money and 
othv property received from a sale of property is not 
includible in gross income except to the extent that the 
total amount received exceeds the adjusted basis of the 
property. In other words, only the gain on the sal^is a 
part of gross income. * 

Form of Income ^ ^ 

Gross income includes income realized in any form, 
whether in money, property>or services. Income may 
be realized in the form of services, meals, accommoda- 
tions, notes, stock or other property, or the right to re- 
ceive property, as well as cash. Income received in 
forms other than cash must be included at fair market 
value. However, income must be "realized" before it can 
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be taxed. ¥ot example, gross income does not include 
(1) the unrealized increase in value of property owned 
b) the taxpayer, (2) the rental value of one's own home, 
(3j the value of the wife's services in the home or (4) 
the value of livestock and products raised on the farm 
and consumed by a farmer and his family. 

Military Taxable Wages Subject to 
Withholding and Reported on Form W-2 

Basic Pay 

Monthly basic pay is prescribed for each pay grade 
according to cumulative years of creditable service of 
the member. 

Incentive Pay 

(1) Aviation — Pay for the performance of duty in- 
volving frequent and regular participation in aerial 
flights. 

(2) Parachute — Pay to members holding a para- 
chute rating when required to engage in parachute 
jumping from an aircraft in aerial Hight. 

(3) Demolition — Pay for demolition duty when 
member performs such duty as a primary assignment.. 

(4) Leprosy — Pay for duty involving intimate con- 
tact with persons afflicted with leprosy. 

(5) Human acceleration or deceleration — Duty as a 
human acceleration or deceleration experimental sub- 
ject. 

(6) Experimental Pressure Chamber Duty — Duty 
within a pressure^ chamber during stress experiments 
(either as human test subjects or research technicians). 

(7) Thermal stress— Duty as a human test subject in 
thermal stress experiments. 

Special Pay 

( 1 ) Foreign Duty Pay — Applicable to enlisted mem- 
bers only. Pay for duty at designated places outside the 
fifty states and the District of Columbia. 

(2) Sea Duty — Pay for duty performed on a vessel 
pursuant to orders of competent authority, other than 
when the' vessel is restricted to service in the inland 
waters of the United States. 

(3) Diving — Pay for duty while engaged in diving 
operations. 

(4) Medical and Dental — Pay to certain medical and 
dental officers entering on active duty. 

(5) Vetermary — Pay to certain Veterinary Corps 
officers. 

(6) Proficiency Pay — Pay to enlisted members who 
have been designated as possessing special proficiency 
in a military skill. 

Lump-Sum Payment for Accrued Leave 

A member of the Armed Forces separated under 
' honorable conditions, who is not required to carry leave 
forward, will be compensated for a maximum of 60 
days accrued leave standing to his credit at time of 
separation, based on the following pay and allowances. 
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(1) Officers — Basic pay and basic allowances /or 
quarters and subsistence applicable on date of separa- 
tion. 

(2) Enlisted members — Basic pay applicable to such 
members on date of separation plus a subsistence allow- 
ance at the rate of $0.70 per day for all enlisted grades 
and a quarters allowance at the rate of $1.25 per day 
for enlisted persons in pay grade E-5, having depend- 
ents at the time of separation. The maximum being' 
$6.48 received by enlisted persons ii> pay grade E-9. 

Note: Only the amount of accrued leave payment 
that represents basic pay is considered taxable wages 
subject to withholding and reporting in Form W-2. 

Reenlistment Bonus q» 

A member who reenlists in. the Regular Army within 
3 months after the date of his discharge or release from 
active duty is entitled to a bonus computed on the basis 
of the number of the reenlistment (first, second, third, 
fourth, etc.) and the monthly basic pay to which the 
member was entitled or a specific amount for each 
enlistment period. 

Severance Pay 

Each Regular Army officer removed from the active" 
list and honorably discharged will usually be paid sever- 
ance pay if on the date of removal he is not eligible for 
voluntary retirement under any provision of the law. 
Severance pa> is computed by muluplying 1 or 2 
month's basic pay at rate applicable on date of removal 
»by the number of years of active Federal commissioned 
service (but not over 12). Maximum payable is 1 or 2 
year's basic pay or $15,000 whichever is less. 

Readjustment Pay 

A Reserve member who is involuntarily separated 
from the active service and who has completed, immedi- 
ately prior to such separation at least 5 yean of continu- 
ous active" duty, is entitled to'a lump-sum readjustment 
payment Member will receive 2 months' basic pa> in the 
grade in which serving at the time of separation, multi- 
plied by the number of years of active Federal service 
(but not over 18), not to exceed 2 years' basic pay or 
$15,000 whichever is less. There are two exceptions. 
Readjustment pay equals one-half of 1 month's pay 
multiplied by the >edrs of active service, if the member 
is separated — 

(1) Because his performance of (Jlity falls below 
standards prescribed by the Secretary of the Army, or 

{2) Because his retention is not clearly consistent 
with the interests of national security. 

Dislocation Allowance 

The dislocation allowance (DLA) partially reim- 
burses a member with dependents for the expense in- 
curred in relocating his household upon a permanent 
change of station. The amount of this allowance is 
equal to the applicable monthly rate of basic allowance 
for quarters of the member. 

Thefefore, DLA is added to other active 'duty pay 
and is normally taxable. 
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The above mentioned items appear on Form 1040, 
line 9, or Form 1040A, line 9 if this form can be 
used. 

Notes: 

(1) If the taxpayer has W-2s from more than one 
emplo\er or if, in filing a joint return, both taxpayers 
have a W-2 form the wages are added together and the 
toral entered on Form 1040, line 9 or Form 1040A. line 
9. 

(2) Attach a copy of all W-2' forms to the return. 

Forms 1040 and 1040A for 1975 

Either Form 1040 or Form 1040A is used to report 
income from wages, salaries, and tips regardless of the 
amount. These forms, however, may not be used by 
nonresident aliens. 

Form 1040A 

The gross income of most military perstmrHl fits 
within the framework of Form 1040A. However, see 
Chapter 1 for certain restrictions as to the use of Form 
1040 A. 

Form 1040 with Schedules 

Any taxpayer„other than a nonresident alien, may file 
this form regardless of the source of income. If a tax- 
payer has income from sources other than salaries or 
wages, schedules are provided as follows: 
Schedule B, for dividends over $400 or interest over 

$400; 

Schedule C, for business or self-employment income; 
Schedule D, for gains or losses on sales or exchanges of 
property; 

Schedules E and R, for income from pensions, etc., 
rents, partnerships, estates, small business corpora- 
tions, retirement income credit; 

Schedule F, for farm income and expenses. 

Form 1040X Amended U.S. Individual 
Income Tax Return 

Form 1040X may be used to correct an individual 
income tax return for any >ear filed. While the use of 
the form is not mandatory, the Internal Revenue Service 
prefers that it be used rather than an amended Form 
1040, Form 1040A or Form 843 since the Form is 
designed to expedite processing. 

Form 1040X can be filed only after filing an original 
return Form 1040X must be filed within 3 years from 
the date the original return was filed (a return filed 
early is considered to have been filed on the due date) 
or within 2 years from the time the tax was paid, 
whichever is later. 

Income From All Sources 
Other Than Wages 

Form 1040, lines 10, 11, and 12 are used to report all 
other income other than wages, salaries, tips. etc. Refer- 
ence IS made to Schedules B. C, D, E, and F (Form 
1040) which represent the total of all other income. 
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The breakdown constats of the following items. 
Dividends and Interest, Schedule B 
Business Income, Schedule C 
Capital Gains and Losses, Schedule D 
Supplemental Income, Schedule E 
Farm Income and Expenses, Schedule F 
As you can see you are agam referred to other parts 
of Form 1040 (e.g.. Schedules C, D, E, F, etc.). From 
the practical standpoiht of preparing a Form 1040 
which has "other income" it is imperative, therefore, to 
complete all the appropriate Form 1040 schedules and 
their attachments. When completed, their net results can 
easily and correctly be entered on the Form 1040. 

Dividends— Schedule B 

Dividends are distributions of cash or property by a 
corporation to its stockholders. Most distributions are 
made out of the earnings of a company and ar^ taxable 
as dividends. Taxable dividends are the, most common 
type of dividends and can be assumed to be taxable 
unless the paying corporation indicates otherwise. 

Nontaxable Distributions (Dividends) 

(1) No Earnings and Profits — Sometimes a company 
will make distributions not out of earnings and profits 
which are not taxable since they are, rather, a return 
to the stockholders of a part of all of their investment 
in the corporation. However, this situation is rare. 
The taxpayers, in ^such situations, are well advised- 
by the companies. 

(2) Stock Dividends—Stock dividends are usually 
nontaxable because, while a stockholder now owns more 
shares in a corporation, his percentage of ownership 
remains the same. For example if XYZ Corporation is 
owned by two shareholders, A and B, both of whom 
have 100 shares of stock in the corporation and XYZ 
Corporation distributes as a dividend a further 5 shares 
to each person. A and B now own 105 shares each, but 
their percentage of ownership (50%) has not changed 
nor has XYZ Corporation enlarged itself in any material 
way. (The pie is the same size but cut into more 
pieces.) There are several excejitions to a stock dividend 
being tax free: 

(a) When you have the election to receive cash or 
other property in place of stock or stock rights; 

(b) When the distribution results in the receipt of 
cash or other property b> some shareholders and an 
increase in the proportionate interests of other share- 
jiolders m the corporation's assets or earnings and prof- 

(c) When the distribution is in convertible pre- 
ferred stock and it has the same result as in (2), above, 

(d) When the distribution results in the receipt of 
preferred stock by some common shareholders and 
common stock by other common shareholders, and 

le) When the distribution is with respect to pre- 
ferred stock (Other than an increase in the conversiofi 
ratio of convertible preferred stock made solely to take 
into account a stock dividend or stock split with respect 
to the stock mto wh^ch such convertible preferred stock 
is convertible). 



In addition, any transaction having the effect of in- 
creasing a shareholder's proportionate interest in the 
corporation's assets or earnings and profits may be taxa- 
ble even though no stock or stock rights are actually 
distributed. 

Basis. In a nontaxable distribution, the basis of your 
old stock is allocated between the old and the new 
stock. 

Dividends on Stock Sold 

When stock is sold, dividends declared and paid after 
the sale are income to the purchaser. When the stock is 
sold after the declaration, but before payment of the 
dividend, the dividend received by the seller is income 
to him, because he was the owner of record. The fact 
ihai the purchase price may have been increased in - 
contemplation of the next dividend does not exempt the 
dividend from tax. The increase in purchase price is 
merely part of the purchaser's price of the stock. 

Dividends on Insurance Policies 

Dividends paid by mutual insurance companies to 
policyholders are not true dividends but an; in effect a 
partial return of the premiums previously paid. They 
reduce the cost of the insurance contract and are not 
includible in gross income until they exceed the accu- 
mulated net premiums paid for the contract. However, 
the interest on such dividends is taxable as interest. 

Dividends From Mutual Funds 

If a taxpayer owns stock in a mutual fund, the divi- 
dends he receive^ which are true dividends (subject to 
the dividend exclusion) ar^ the amounts so designated 
by the company in a written notico> mailed to the tax- 
payer.^The amount which is designated in the notice as 
a capital gains dividend should be so reported by the 
taxpayer on line 7, Part II, Schedule D of Form 1040. 

Dividends From Savings and Loan Associations 

For income tax purposes dividends on deposits and 
withdrawable accounts from Savings aqd Loan associa- 
tions are not treated as dividend income but rather as 
interest income. 

Dividend Exclusion 

Gross income does not include amounts received by 
an individual as dividends from domestic taxable corpo- 
rations (called qualifying dividends) to the extent that 
the dividends do not exceed $100. Dividends received 
from nonqualifying corporations (foreign corporations 
and nontaxable domestic corporations) are nonqualify- 
ing dividends. 

On a joint return each spouse can exclude, to the 
extent received, $100 in qualifying dividends. If the 
spouses jointly own stock then the dividend income 
should, for exclusion purposes, be split between them. If 
one spouse received $160 and the other $70 in ordinary 
dividends, the exclusion would be limited to $170 since 
one cannot use the other's excess of exclusion over 
dividends received. 
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Chapter 11 in Publication 17 gives the reader a de- 
tailed discussion of dividends and other corporate distri- 
butions. 

Interest^Scheduie B 

All interest is taxable except excluded interest on 
certain State and municipal obligations. Interest on obli- 
gations of. the United Slates is fully taxable. This in- 
cludes the interest on tax refunds and U.S. Bonds. 

Most taxpayers elect to defer reporting interest on 
U.S. Savings Series E Bonds until the bonds are ma- 
tured or cashed. However, it is permissible to report the 
interest each year by including in income the increase in 
redemption value. 

Other types of fully taxable interest income include: 

(1) Interest on savings and other bank deposi^^. 
Note: The fair market value of automobile, boat, or 

other property received for making long-term deposits 
or for opening accounts in savings institutions is 
.interest and must be reported as income in the year 
received, 

(2) Interest on notes, mortgages, corporate bonds, 
and debentures. 

(3) Interest portion of a condemnation award. 

(4) Interest on legacies, 

(50 Interest on life insurance proceeds held under an 
agreement to pay interest thereon. 

(6) Interest on Veterans Insurance — If the taxpayer 
elects to leave the insurance dividends on deposit with 
the Veterans Administration, the interest paid or cred- 
ited on the accumulated dividends is includible m gross 
income Note that it is not the dividends but the interest 
on such dividends that is taxable. ) 

(7) Interest on Armed Forces leave bonds, or on 
payments for leave. 

(8) Interest received on Soldiers* Deposits when- 
withdrawn or made available for payment, whichever is 
earlier. 

(9) Interest sometimes called "dividends'* received 
from Mutual Savings Banks, Cooperative Banks, Credit 
Unions, Building and-Loan Associations, and Savings 
and Loan Associations, 

(10) Foreign sourced interest unless excluded by 
Treaty, 

Interest is taxable when it is received. The interest on 
savings accounts is considered received when it is credit- 
able to a taxpayer *s account and subject to withdrawal 
even though it has not yet been entered jn the passbook. 

Tax-Exempt Interest 

Interest on obligations of a State x)r a political subdi- 
vision thereof is wholly tax-exempt. This includes-such 
bodies as Port Authorities, Toll Road Commissions, 
Utility Service Authorities, and other similar bodies cre- 
ated for furtherance of public functions. It also includes 
State and Municipal Bonds purchased at a discount and 
Obligations of the District of Columbia, Puerto Rico, 
a possession of the United States, or a political sub- 
division thereof. 

Capital Gains and Losses— Schedule D 

Included in the concept of gross income are gains 



resulting from dealing in property. Some situations sur- 
rounding the receipt of gross income give rise to a 
special treatment of such income. The special treatment 
IS afforded gains and losses resulting from dealings in 
property. ^ 

For sales or other dispositions of property, a determi*. 
nation must'be made as to whether the gain or losi 
should be included in or deducted from income in the 
usual manner — that is, as ordinary income or loss — or 
whether a special treatment is in order. 

For the purpose of this course the term "sale'* means 
the transfer of property for money only, or for a prom- 
ise to pay money, such as a note. An ^'exchange** is a 
transfer of property for other property. 

General Rules 

A gain from a sale or exchange of property is, gener- 
all), income in the amount of the difference between the 
amount realized and the taxpayer's cost of the property. 
This gain is ordinarily taxable whether the property 
disposed of is business or nonbusiness. 

A loss on the sale or exchange of business propcfty 
fs. generally, deductible in the amount oi the difference 
between the taxpayer's adjusted basis of the property 
and the amount realized (sale of rental property). A 
loss on the sale or exchange of property held for per- 
sonal use is not deductible (sale of a personal resi- 
dence). 

The amount of a taxpayer's taxable gain or deductible 
loss depends upon the nature of the asset sdd or ex- 
changee^ to produce the gain or Ip.ss and the length of 
time it was held. Ordinarily, business gains and losses 
are usually includible in income or deductible in full, 
but capital gains and capital losses are subject to special 
rules and limitations. 

What Are Capital Assets 

AH assets which are sold or exchanged have to be 
classified as (1) capital assets, (2) noncapital assets, or 
(3) assets which may be treated as either capital or 
noncapital depending on the circumstances. 

Capital assets are everything an individual owns, 
except: 

(1) Stock in trade (assets in inventory); 

(2) Property held for^sale to customers Jn the ordi- 
nary course of the taxpayer's trade or business; 

(3) Notes receivable and accounts receivable; 

(4) Depreciable business property; 

(5) Real property used in taxpayer's trade or busi- 
ness: 

(6) A copv right, a letter or memorandum, a literary, 
musical or, artistic composition or similar property (but 
not a patent or invention) held by the taxpayer who 
created it; 

(7) Certain short-term government obligations. 
Note that ^ocks, bonds and personal residences can 

normally be classified as capital assets. 

Computation of Capital Gain or Loss 
Net Long-Term Capital Gain 

All capital gains and losses, both long-term (from 
sale or exchange of capital assets held over six months) 



n 



and short-term (from sale or exchange of capital assets 
held SIX months or less), are initially taken into gross 
income at 100%. 

If net long-term capital gain exceeds net short-term 
capital loss, a deduction of 50% of the excess is 
allowed. If there is no net short-term capital loss, the 
deduction allowed is 50%- of the net long-term capital 
gain. 

Example, On 6 July taxpayer sold for $3,600 stock 
which he had purchased on 6 March, for $4,800. The 
$1,200 is a short-term capital loss since the stock had 
riot been held for more than six months. 

On 20 July he cold for $10,000 stock which he had 
purchased on 5 January for $7,500. The long-term gain 
is $2,500. ' 

^On 3 August he sold for $3,000 stock which he had 
purchased on 1 March, for $2,800. The short-term capi- 
tal gain is $200. 

On 16 December he sold for $5,700 stock which he 
had purchased on 2 February for $6,400. The long-term 
capital loss is $700, since the stock has been held for 
more than six months. 



Reported on Schedule D, Part I 

(1) Short-term loss / ($1,200) 

Short-term gain 200 

Net short-term (loss) (Schedule D, Part I) . .($1,000) 

Reported on Schedule D, Part II 

(2) Long-term loss ( 700) 

Long-term gain 2,500 

Net long-term gain (Schedul6:T>, Part II) .. 1.800 

(3) Excess of net long-term gain over net 

short-term loss (Schedule Part III) . . $ 800 

(4) Deduction— 5070 (Schedule D, Part III) . . ( 400) 

(5) Taxable portion (Schedule D, Part III) $ 400 



Net Short-Term Capital Gain 

A net short-term capital gain is taken into income at 
100%, unless it is reduced by net long-term capital losses. 

Example: 

(1) Net short-term capital gain (Schedule D, Part 

I) $1 

{2) Net long-term capital gain (Schedule D, Part 

II) i»ooo 

(3) Net capital gain (Schedule D, Part III) $2,500 

(4) Less: (1) 50^^ of excess of long-term gain 

over short-term loss or (2) 50% of long- 
term gain whichever is smaller (50% sof 

$1,000 minus zero) (500) 

(5) Taxable portion (Schedule D, Part III) $2.000 



Capital Losses— Short-Term and Long-Term . 

If the net capital losses exceed the net capital gains, 
the deductible loss is limited to the snudlcst of the 
following amounts: 

(1) Taxable income for the year, 

(2) $1,000.00, or 

(3) Net 9apital loss, wlHch is the sum of 

(a) the excess of the net short-term capital 
losses over the net long-term capital 
gains. 
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(b) one-half of the e^ccess of net long-term 
capital loss over net short-term capital 
gain, and 

(c) the net short-term capital loss plus half 
thje net long-term capital loss. 

Illustration. Mr. A. in 1975 has taxable income of 
$10,000 and net long-term capital Iossqs over net short- 
term capital gains of $1,800. He could deduct the smal- 
lest of (1) $10,000 (2) $1,000 or (3) $900 (Vi of 
$1,800J. Since $900 is the smallest, his deduction of 
capital losses against ordinar) income would be limited 
to $900. 

Illustration: If his net long-term capital losses over 
net short-term capital gams were $5,000, he could 
deduct a full $1,000, under number (2) because num- 
ber (3) would be raised to $2,500 and number (2) 
would be the smallest. 

The $1,000 loss offset to ordinary income is on a 
per-retum basis. If a joint return is filed, the $1,000 
limit applies to both the husband's and wife's com- 
bined losses. 

If married persons file separate returns and both have 
capital losses, they are limited to a $500 deduction for 
each return. 



Capital Loss Carryover 

4 

If capital losses are in excess of the limitations listed 
above, the excess may be carried o\er to subsequent 
years until it is completely absorbed. When carried bver^ 
the loss will retain its original character as long-term or 
short-term; thus, a long-term capital loss carried over 
from a previous year will offset long-term gains of the 
current year before it offsets short-term gains of the 
current year. 

When carrying over an unused long-term loss, 100% 
of the loss is carried to the next year and is treated as if 
it were incurred in that year. An individual's capital 
loss carryover is computed on Form 4798. 

In determifiing the capital loss Carryover, short-term 
losses are applied fijst, even if they are incurred after a 
long-term loss. If, after applying the short-term loss, the 
limitations previously described above have not been 
reached, apply the long-term losses until the limit has 
been reached. Since long-term losses are only deducted 
at 50%, twice the amount needed to reach the limita- 
tion represents the long-term loss which may still be 
deducted. 

Example: On A's 1975 return his capital loss deduc- 
tion limit is $1,000 and he realized short-term losses of 
$4jOO and long-term losses of $2,300. His carryover to 
1976 is computed as follows: 



(1) Maximum amount of capitol loss deduction .. $1,000 

(2) Less: Short-term capital loss 

(3) Remaining available capital loss $ 600 

(4) Long-term capital loss » • • • • ?2,300 

(5) Amount needed to reach $1,000 limitation at 

50% (Line 3 $600 X 2) 1-200 

(6) Long-term capital loss carryover to 1976 $\,\0O 



23 



2o 



Pre'1970 Long-Term Capital Losses-^'Nti long-term 
capital losses carried over>from a year beginning before 
1970 are not subject to the reduction by 50% for 
long-term capital losses applied against $1000 of ordi- 
nary income each year. These carried over long-term 
losses, to the extent not offset against net capital gain, 
are deductible dollar for dollar up to $1,000 against 
ordinary income for years beginning after 1969. They 
must also be deducted before any net long-term capital 
losses occurring in 1970 and later years. 

Computation of Alternative Tax 

It may be to the taxpayer's advantage to use the 
.alternative tax computation sho^vn on Schedule D, Part 
VI, page 2, if the net long-term capital gain exceeds the 
net short-term capital loss, or if there is a net long-term 
capital gain onK, and if the taxpayer \$ filing. 

(a) a separate return from one's spouse with taxable 
income exceeding $26,000, or 

(b) a joint return, or as a surviving spouse, with 
taxable income exceeding $52,000, or 

(c) as a single taxpayer or head of household with 
taxable income exceeding $38,000. 

From this you can see that the average military man* 
need not concern himself with the alternative tax com- 
putation. If the problem docs arise, follow Ihc form on 
.Schedule D and enter the tax computed on Schedule D, 
on line 16a, Form L04o, and check Schedule D box. 

Additional Sch^edule D Ttansactions 

Two Transactions, common to military personnel, 
which are reflected on a Schedule D are: 

( 1 ) The sale of corporate stock. 

(2) The sale of a residence. 

Chapters 28 and 30 in the Publication 17 give an 
excellent tax return presentation of these transactions. 

Sale of Corporate Stock 

Three tax aspects must be considered m computing 
the gain or loss on the sale of stock. 

(1) The basis 

(2) The selling price 

(3) The holding period 

Basis 

The basis of purchased stock is its cost to the pur- 
chaser. This may be obtained from a brokerage advice 
slip which should be kept to substantiate the basis. The 
cost includes brokerage fees, tax and any other cost of 
acquisition. The cost of purchased stock is the basis 
regardless of whether the disposition results in a gain or 
loss. 

The basis of inherited stock will generally be its fair 
market value at the date of the decedent's death (or at 
the alternate valuation date) I Such basis is used regard- 
less of whether the disposition results in a gain or a 
loss. 

To determine the taxpayer's basis of property, ac- 
quired by gift, he must know its adjusted basis to the 
donor, its fair market value at the time of the gift, and 
the amount of gift tax paid. 
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Fair Market Value Less Than Dcmor*s Adjusted ^asis 
If the property was given to the taxpayer and^its fair 
market value at the time of the gift was less than the 
adjusted basis to the donor just before the g ift, hi^ basis 
for depreciation, depletion, or amortization, and for 
gain on its sale or other disposition is the same as the 
donor's adjusted basis. The taxpayer's basis for loss is its 
fair market value at the time of the gift.* If he uses the 
basis for determining gain and computes a loss, and then 
uses the basis for determining a loss and' copiputes a 
gain, he will have neither a gain nor a loss. 

Fair Market Value Greater Than Donor's Adjusted 
Basis 

If the propcrt) was given to the taxpayer and its fair 
market value at the time of the gift was greater than 
the donor's adjusted basis just before the gift, his b^is 
for depreciation/ depletion, or amortization, and for 
gain or loss on its sale or other disposition is the donor s 
adjusted basis at the time of the gift, increased by the 
gift tax paid with respect to the gift to h^m but such' 
basis is limited to the fair market value of the property 
at the time of the gift. 

Selling Price 

The selling price of a security can easily be ascer- 
tained by reference to the broker's advice slip which the 
taxpayer should keep to substantiate the sale. The price 
is the net amount which would be received by the 
taxpayer resulting from the completed transaction ^{niar-^ 
ket price less broker's fee and any other selling' ex- 
penses). This amount is reflected on Sch^ule D, Part I 
or Part II. 

Holdins Period 

To determine if the taxpayer held property over 6 
rfionths he should begin counting on the day following 
the day he acquired the property. This same day of each 
succeeding month is the beginning of a new mont-h 
regardless of the number of days in the preceding 
month In his computation he should include the day he 
disposed of the property. For example, if he purchased 
an asset on 4 January, he should .start counting on 5 
January and the 5th of each succeeding month is the 
beginning of a new month. Thus, if he sold the property 
on 4 July, his holding period would not be over 6 
months. If he sold it on 5 July, his holding period 
would be over 6 months. 

Exception ^ 

(1 ) If the taxpayer receives a gift of property, and if 
his basis is determined by reference to the basis in the 
hands of the donor, the first day of his holding period is 
the same date which the donor used in computing his 
holding period. 

(2) Capital gain dividends from mutual funds are 
treated as long-term capital gains regardless of how long 
the taxpayer owned the stock in the mutual funds. 

The Sale of a Residence 
General Rule 

The sal6 of a personal residence is treated as the sale 
of a capital asset subject to taxation. However, the tax 



IS postponed, but not forgiven if a new principal resi- 
dence, g purchased and occupied by the taxpayer within 
18 months befote or 18 months after the date of sale 
of the ol d residence and if the cost of the new residence 
equals or exceeds the ^'adjusted sales" prrce^'oTtTvr did 
residence. The 18-month period may be extended to 24- 
months when the taxpayer constructs or builds a new 
principal residence to replace the old residence. Con- 
strut ti on* must begin either 18 months before the date 
of sale of the old residence or not later thin* 18 months 
after the sale, and the taxpayer has 24 months after the 
date of sale in which to occupy and use the "new resi- 
dence as a principal residence. The 18-month or 24- 
month period after sale is suspended during the time a 
member serves on active duty (pursuant to 'a call or 
order for a period over 90 days or for an indefinite 
period) except that the total penod shall not extend 
beyond 4 years after the sale of the old residence. How- 
ever, if a member is in a combat zone, the running of 
the 4-year period is suspended during the time of such 
service, and for the next 180 days thereafter. 

If within the 18-month (or 24-month) periofl a tax- 
payer buys more than one residence which he uses as 
his principal residence within 18 mbnths after the sale of 
the old residence, only the last such residence consti- 
tutes the new residence for pu^poscs of postponing tax- 
ing the gain. Any other principal residences bought 
during* this period will be treated as ordinary capital 
assets subject to ^taxation. 

The taxpayer will not be denied the benefit of this 
provision simpl> because he did not actually occupy the 
old residence on the date of sale or because it had been 
temporarily rented prior to the sale. The question 
whether a residence was converted to rental property or 
remained a principal rhidence must be determined 
upon the facts and circumstances In each case, including 
the good faith of the taxpayer, and a showing that his 
intention, up to the time of sale, was to reoccupy the 
property as his residence. 

A houseboat or trailer may qualify as your principal 
residence if you actually live in it. A condominium or 
cooperative apartment may also qualify as your princi- 
pal residence if you are the title owner or shareholder, 
and if you use as your principal residence the apartment 
which you are entitled to occupy by reason of your 
ownership. ♦ 

See Chapter 5 for the discussion of the 5% credit on 
purchase of a Aew principal residence. 

The Computation 

A loss on the sale of a principal residence is not 
dedUcllible and will not have any effht on the basis o] 
any new residence acquired » 

If the residence is sold at a gain and' the individual 
has bought or intends to buy, at the time of filing, a 
new home for more than the adjusted sales price of the 
old one, the sale is reported on .Scjiedule D with a 
notation "none'* in column (f). If upon expiration of 
the specific period a new home hds not been purchased 
or one^ has been purchased for a lesser amount, the 
return for the year of sale should be amended to report 
the profit and coltipute the additional tax- plus interest. 

However, if the purchase price of an old home is 



somewhere between the basis of the old home and the 
^sales price of the old 'home, the individual would be 
taxed on only a portion of the total gain, That portion 
not taxed is a reduction in the basis of the new resi- 
"deirce7ThTSTOTttewhar^omptex-computation-of-t^K? lak^ 
able and nontaxable gain in this situation is best com- 
puted on Form 2119. 

The adjusted sales pnce of the old residence is 
usually the same as the amount realized. However, 
''fixing^up'* expenses are deducted from the amount 
realized to determine the adjusted sales price. 

'Tixing-up'* expenses must meet the following tests: 

( 1) Be for work performed during the*90-day period 
ending on the day on which the contract to sell was 
made. / 

(2) Paid within 30 days after the date of sale. 

(3) Be otherwise nondeductible in computing taxable 
income. 

(4) Not be capital expenditures or improvements, 
and ^ 

(5) Not be taken into account in computing the 
amount realized. 

/Tixing-up" expenses are considered only in deter- 
mining the amount of gain on which tax is postponed. 
They are not deductibfe in determining the actual profit 
on the sale of the old residence. 

Special Rule-Taxpayers 65 or Older 

An individual may elect to exclude from^ gross in- 
come any gam attnbutable tp the first $20,000 of the 
adjusted sale price of his personal residence if he was 
65 or older before the date of the sale or exchange and 
if the property has been owned and used by him as his 
pnncipal residence for a period of time totaling at least 
5 years di^'mg the 8-year period ending on the date of 
such sale. If the adjusted sale price was $20,000 or less, 
and the taxpayer elects this exclusion, his gain is never 
taxed. If the adjusted sale pnce exceeds $20,000, only 
the proportion of the gain in the ratio which $20,000 
bears to the total adjusted sal^ price is excjudable. HoW; 
ever, the rules discussed above for the postponement of 
tax on the qualifying balance of the gain may be appli- 
cable. The election to exclude such gain can only be 
' made once in a lifetime. 

Alimony 

Receipts of periodic payments for alinxony or sepa- 
rate maintj^anca are generally included in income* if 
they are paid under: 

(1) A decree of divorce or separate maintenance, 

(2) Written separation agreement, or 

(3) Decree for support 

If a divorce decree provides for both alimony and 
"child support," only that portion so designated as ali- 
mony is taxable. If no separate amount is stated for 
either alimony or "child support/* the full amount is 
considered as alimony. Income from alimony is reported 
on Form 1040, Part I, line 34. 

Miscellaneous Income 

Form 1040, Part I,' Line 35 (Other) reflects the 
following types of income: 
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Prizes end Awards 

Prizes and awards are taxable in the year they are 
received. They arc not considered nontaxable gifts. If 
the^ .are-paid -in-mer<jhandise^OMervices-thcy^ «re in- 
cluded in income at their fair market value. Contest 
awards, employee suggestion awards, door prizes, lucky 
number;, etc., are taxable. However, if an individual 
refuses to accept a prize it is not included in his. in- 
come. 

Gamblins; Winnings 

' A taxpayer's total winnings must be included in 
income. He may deduct his losses from gambling only 
to the extent of his winnings and provided he itemizes 
his deductions. Proceeds from lotteries and raffles are 
gambling Winnings to the extent of the excess of the 
proceeds over the cost of, the ticket* Winnings in other 
• than cash are included in income at their fair market 
value. 

Hobby Income 

Income from a hobby, including a farm operated for 
recreation and pleasure, must be included in the taxpay- 
er's return. From this income, he may deduct items that 
arc ordinarily deductible, whether incurred in a business 
or nonbusiness activity. Examples of such expenses are 
interest and taxes. If his income exceeds these expenses, 
he may deduct the following expenses, in the order 
shown, but only to the extent of the excess: 

(a) Interest and taxes, determined without regard to 
the profitability of the activity; 

(b) Operating expenses (except those in (c) below) 
to the extent gross income exceeds deductions allowable 
under (a) above; and 

(c) Depreciation and other expenses involving ad- 
justments to the basis of property to the extent gross 
income exceeds deductions allowable under (a) and 
(b) above. 

To the extent that his normally deductible expenses 
(such as taxes and interest) exceed the hobby income, 
that excess may be carried over from the appropriate 
schedule (such as Schedule E for rental- income) and 
deducted uii ^Schedule A (Form 1040) if he itemizes 
his deductions. ^ 

Losses sustained in pursuing the hobby are not de- 
ductible. 

Note: Gain on sale of an entire stamp, coin or other 
hobby object collection b tax^ible as a capital gain; the 
loss on such sale is NOT deductible. 

Rewards 

Compensation for special services, such as preventing 
a bank robbery or informing on an income tax violator, 
must be included in the gross income of the one re* 
warded. 

Slrvicts of a Child 

Compensation for personal services of a child is gross 
income to the child and not the parent even though 
such amounts are not received by the child. 



Assigned Compensation 

A taxpayer who has the right to receive income may 
not escape tax therton by arranging to have payment 
made tcr another Indrviduaf. By exerclsiflg hts power to 
command the income, the taxpayer has enjoyed the 
benefit of it and must include such amounts m this gross 
mcome. 

Post Exchange Income 

Income earned by a U.S. citizen from services 
performed in a post exchange or officers* club located in 
either the United States or a foreign country is taxable; 
indeed, income earned from all nonappropriated fund 
organizations is taxable. 

For the Following Types of Income, 
See Publication 17 

Pension arid Annuities, Chapter 13 
Partnership, Estate and Trust Income, Chapter 7. 

Summary 
Income Defined 

Gain from capital, labor or both provided it includes 
profit gained through sale or conversion of capital 
assets. 

Form of Income 

(1) Money — at face value 

(2) Ppoperty— -at F.M.V. 

(3) Services— at F.M.V. 

What Military Pay Is Found on W-2 

(1) Basic pay 

(2) Incentive pay 

(3) Special pay 

. (4) Lump-sum payment for accrued leave 

(5) Reenlistment bonus 

(6) Severance pay 

(7) Readjustment pay 

(8) Dislocation allowance 

Note Attach W-2*s to return. Enter total of all W-2*s 
on line 9 of Form 1040 or line 9 of Form 1040A if this 
form can be used. 



Income From All Sources Other Than Wages 

Form 1040, lines 10, 11 and 12 are used to report all 
other income other than wages, tips, etc. 

Form 1040 A, lines 10 and 11 are used to report 
dividends and interest. Except for these two items of 
irtcome no other income other than salaries, wages, tips 
and other employee compensation can be reported on 
Form 1040A. 

Dividends 
Typtt 

(1) Ordinary dividends— .taxable 

(2) Return of capital— nontaxable 
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(3) Capital gains— from mutual funds— Schedule D 

(4) Tax free dividends [SI 00 exclusion of qualifying 
dividends (domestic corporations)] 



Stock Divijtend, • 

(1) Taxable if in lieu of cash 

(2) Nontaxable if not. (Spread cost of old stock to 
include stock dividend) 

Dividends on Insurance Policy 

(1) Nontaxable — since they are a partial return of 
nondeductible premiums. ^ 
Note: Interest on such dividends is taxable as interes* 

Dividends From Mutual Funds 

(1) Ordinary dividends 

(2) Capital gains dividends — Long term no '^matter 
what. 

Note: Company should so designate between ordi- 
nary and capital gains. 

Savings and loan Dividends 
Interest not dividend income^ 

Interest 

(1) Types oj interest includible in gross income 

(a) Savings bank 

(b) Notes, mortgages, bonds 

(c) Interest on life insurance proceeds 

(d) Interest on Veterans Insurance 

(e) Armed Forces leave bonds 

(f) Soldier's Deposits 

(g) Mutual Savings banksN Cooperative banks. 
Credit; Unions, Bidg. & Loans Assns. and Savings and 
Loan Assns. 

. (h) U.S. Government bonds. 

(2) Interest taxable when creditable to passbook even 
though the bookkeeping entry has not been made. 

(3) Tax Exempt Interest — Obtigations of a State or 
political subdivision thereof. 

Note: Reference for further study — Pub. 17, Chapter 
10. 

Gains and Losses From Sales and Exchanges 
Gain on Sale 

A gain from a sale or exchange of property is, gener- 
ally, income in the amount of the difference between the 
amount realized and the taxpayer's cost of the property. 
This gain is ordinarily taxable whether the property 
disposed of is business or nonbusiness. 

loss on Sale 

Loss on sale of business property is generall> deducti- 
ble. (Rental Property) 

Loss on sale of a personal asset i^ nondeductible. 
(Personal Residence) y 



What are Capital Assets 

tverytliing an individual owns except 
(1) Stock in trade 
- (2)--Property .held-for-sale -to-customersi- 

(3) Notes and accounts receivable. 

(4) Depreciable business property. 

(5) Real property used in taxpayer's business. 

(6) Copyright, a letter or memorandum, literary, 
musical or artistic composition held by the taxpayer 
who created it. 

Stocks, bonds, personal residences are usually capital 
assets in the hands of military personnel. 

Computation of Capital Gain or Loss 

(1) Review Schedule D, Part I and II (Capital As- 
sets)'! 

(2) Short-term capital gain is the gain from the sale 
or exchange of capital assets held six months or less. 

(3) Long-term capital gain is the gain from the sale 
or exchange of capital assets held ofer six months. 

(4 ) Note tax advantage given the excess of long-term 
'gams over short term losses (50% nontaxable portion 

— Section 1202 deduction). 

(5) If net capital losses exceed net capital gains the 
deduction is limited to the lesser of: 

(a) the taxable income for the year, 

(b) $1,000.00. or 

(c) the net capital loss. 

(6) Computation of Alternative Tax-r-see Schedule 
D for benefit. 

(d) separate return — taxable income must exceed 
S26.000 

' (b) joint return — taxable income must exceed 

$52,000 

(c) single taxpayer or head of household — taxable 
income must exceed $38,000 

Note: Will not normally apply to servicerfien. 

Sale of Corporate Stock 

Basis 

(1) Purchased — Cost 

(2) Inherited — Estate Tax Return Basis 

(3) Gift6d — Donor's basis 

Sale of a Portion of Holdings 

Selling a block of stock by actual security number to 
get the highest basis — otherwise sales are treated on 
first-in first-out basis as fai" as cost is concerned. 

Selling price 

Use broker's advice slip to determine selling price. 

Holding period to determine long or 
short-term gain 

(1) 1st day is the day after purchase or acquisition. 

(2) The same day on each succeeding month is the 
beginning of each new month. 

(3) The day of disposition should be included in 
^ computation. 
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Exception 

(1) For gifted property holding period begins with 
that of the donor. 

(2) Capital gains f r om mutual funds o r regulated 
investment compameT are long term even though the 
taxpayer owned the stock of the mutual fund 6 months 
or less. 



Sale of a Residence 

General Rule 

(1) Gain — capital gain 
' (2) Loss — nondeductible 

Tax postponed but not forgiven If 

(1) New principal residence is purchased and occu- 
pied within 18 months before or 18 months after the 
date of sale of the old residence and if the cost of the 
new one equals or exceeds the adjusted sellmg pnce of 
the old one. 

Note: The 18 month period is extended to 24 months 
when the taxpayer builds or contracts for a new house 
within 18 months and occupies within 24 months. 

(2) Adjusted selling price means selling price less 
selling expenses (commissions, advertising and work 
performed in fixing-up the old residence for^ale). 

(3) Basis of new residence is cost minui postponed 
gain on, the sale of the old residence. 

(4) Holding period of old residence is added to that 
of new residence for determining short or long-term 
gain on future sale of new residence. 

(5) If adjusted sales price of old residence exceeds 
cost of new one, the gain taxed is limited to lesser of 

(a) Gain realized on sale of old residence. 

(b) Excess of adjusted sales price of old residence 
over the cost of the new one. 

Special Rule 

Taxpayer 65 or older before date of sale of old 
residence. 

Excludes gain attributable to first $20,000 of adjusted 
sale price provided the property has been owned and 
used by him as a principal residence for at least 5 years 
during the 8 year period ending on the date of such 
sale. 

Note. If adjusted sale price was $20,000 or less- 
gain is never taxed— if more, only the proportion of the 
gain in a ratio which $20,000 bears to the total adjusted 
sale price is excludable. 

This is a once in a lifetime exclusion. 

Alimony 

Periodic payments for alimony or separate mainte- 
nance arc taxable when paid under: 

(1 ) Decree of diVorce or sepaiate maintenance 

(2) Written separation agreement 

(3) Decree for support 

Note: Child support is not taxable. 
Where no stated amount is for alimony and child 
support it is all considered alimony. 



Miscellaneous Income 

Reflected on Form 1040, Part I, Line 35 

(1) Prizes and awards. t 
— f 2) G an^bling-winningsr 



(3) Hobby income— losses not deductible. Sale of 
stamp collection may be capital gain. 

(4) Rewards — informer's claim, etc. 

(5) Services of a child — taxable to child even though 
not received by hip. 

(6) Assigned compensation — taxpayer who has the 
right to receive income cannot assign such right, e.g., 
parent owns stock, he cannot assign dividends to a 
child. 



Quizzes for Chapter 3 

Multiple Choice Quiz 

Directions— C'lTclt the appropriate letter to select the 
answer to each of the following questions. 
,1. Gross inconr^ does not include 

A. savings a'ccount interest 

B. rents h 

C. commissions ^ 

D. unrealized increases in value of property 

E. alimony and separate maintenance payments. 

2. R, a single person, received the following: wages 
$5,000: interest $100: bonus paid in corporation 
stock valued at $475: rents $100: and a prize from 
a TV quiz program valued at $200. R's gross in- 
come is 

A. $5,100. B. $5,300. C. $5,400. D. $5,775. E. 
$5,875. 

3. R served as a private in the U.S. Army for 4 
months. He received the following compensation 
for this service: total base pay for the period, 
$600; pay for hazardous duty, $100; severance 
pay, $200; and a nondisability pension of $800. R*s 
gross income is 

A. $800. B. $900. C. $1,400. D. $1,600. E. 
$1,700. 

4. On 1 June, T. in lieu of giving his son an allow- 
ance, assigned his right to all dividends on 100 
shares of stock owned by him in the Mortality Life 
Insurance Company (a Canadian corporation). 
During 1975, equal quarterly dividends of $2 per 
share, payable January 15, April 15, July 15, Octo- 
ber 15 were paid by the company. T*s gross income 
for this source is 

A. $800. B. $600. C. $400. D. $200. E, nothing. 

5. On 5 January 1974, M opened a savings account 
with a local bank by depositing $3,000. Another 
$3,-000 was deposited on 5 January 1975. Interest 
of $l50 was credited on his account on 31 Decem- 
ber 1974, and interest of $304.50 was credited to. 
his account on 31 December 1975, but were not 
entered in passbook. On 10 January 1976, M with- 
drew the entire balance in his account including 
interest. What amount and in which year should 
the inrerest be included in gross income? 

A. $150.00 in 1974 and $304.50 in 1975 

B. $454.50 in 1975 

C. $304.50.in 1973 and $150 in 1975 
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D. $150.00 in 1975 and $304.50 in 1976 

E. $454.50 in 1976 , - , 

6. M received the following amounts called dividends 
by the payor: City Mutual Savings Bank, $200; 
Car-MotoF^Co.T-S400,-~XJDomcstic Savings-and 
Loan Association, $500; U.S. Talk Co., $100. In 
addition M receives interest from a savings account 
at a local bank of $200. Assuming that all divi- 
dends are fully taxable, M must include as income 
from dividends 

A. $1,400. B. $1,300. C. $7O0.p. $500. E. None 
of these. 

7. All but one of the following arc includible in gross 
income. Select the EXCEPTION 

A. Cash dividends distributed by a domestic corpo- 
ration 

B. Property distributed in heu of cash by a domes- 
tic corporation 

C. State lottery winnings 

D. Cash dividends paid by mutual insurance com- 
panies 

E. Interest on refund of Federal taxes 

8. H and W, husband and wife, were divorced. The 
wife was awarded the custody of their minor 
daughter by the court. Under the court decree the 
husband is to pay his former wife $275 a month 
for the support of herself and the minor daughter. 
The wife received a total of $3,300 for this pur- 
pose, $900 of which was designated by the decree 
to be for the support of the minor daughter. In 
addition W received from H $500 for medical bills 
incurred by the daughter. This payment was not 
required under the terms of tfie court decree. W 
must include in her gross income. 

A. $3,000. B. $3,300. C. $2,400. D. $900. E, 
$500. 

Quiz 

1. John Smith operates a variety store and owns the 
following property: (indicate by an "X***in the 
appropriate box whether such property is a capital 
or noncapital asset in the hands of Smith.) 

a. An automobile used solely for pleasure. 

□ Capital □ Noncapital 

b. His private residence. 

- □ Capital □ Noncapital 

c. The building housing his variety store. 

□ Capital □ Noncapital 

d. 100 shares of American Talk stock. 

□ Capital □ Noncapital 

e. An apartment building. 

□ Capital □ Noncapital 

f. An automobile used solely to run business er^ 
rands. 

□ Capital □ Noncapital 

g. A diamond ring, which is a family heirloom. 

□ Capital Q Noncapital 

h. 16 bicycles which have been in store inventory 
for at least one year. 

□ Capital □ Noncapital 

i. 12,000 board feet of lumber with which he 
intends to build a hunting lodge for his son and 
^himself 
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* □ Capital □ Nohcapital 

j. The vacant lot nexi to his store which is used as 

a parking lot for his •customers. 
Q Capital Q Noncapital 
k. irhc-copyright to^a^ong-he-wrole* _ 

□ Capital □ Noncapital 

1. A note receivable which was given to him by a 
customer in payment of the balance on the 
customer's charge at the store. 

□ Capital □ Noncapital 

2. Indicate by a check whether the following state- 
ments are true or false. 

a. The alternative tax computation should be 
made by each taxpayer who has capital gains, 
regardless of the amount of his taxable income. 

□ True □ False 

b. Short term capital gains or losses arise from the 
sale or exchange of capital assets which have 
been held for six months or less. 

□ True □ False 

c. A loss sustained on the sale of a taxpayer's 
principal residence which has been used as such 
up to the date of the sale, is deductible within 
certain limitations. 

□ True □ False • 

d. A 65 year old taxpayer selling in 1975 his 
principal residence in which he had lived for 
the past 8 years may elect to exclude from 
gross income all gain on the sale if the ad- 
justed sales price does not exceed $20,000. 

□ True □ False 

3 Fair market value generally represents the amount 
which an owner, who is not under a necessity of 
selling, is willing to take and which another person, 
who is not under a necessity of buying, is willing to 
pay. 

□ True □ False 

4. While the loss on the sale of a personal residence 
is not deductible, the amount of the loss may be 
added to the cost of the new residence. 

□ True □ False 

5. Sergeant Spruce won $100 at the races in' January. 
He returned to the track and lost $50 in December. 

^ He is claiming the standard deduction on his re- 
turn. He should report $50 as "miscellaneous in- 
come." 

^ □ True □ False 

Continuing Problem 
Part 1— Income 

Enter the following information in appropriate spaces 
on Form 1040, and compute the taxable portion of divi- 
dends. Do not compute the income tax. 
Save the Form 1040 to be added to later. 

John A. Mankat, 1st Lt., USAF Soc. Sec. No. 218 36 
5387 

Wife: Betty Mankat (Secretary) Soc. Sec. No. 218 
42 3678 

John received: 

Salary, USAF $8,550.00 

Dividends, X Corp 150.00 

Dividends, ABC Fund: Ordinary 118.00 

Dividends, ABC: Capital gains dividend 15.00 

29 




Dividends. German industries, GmbH, Frankfurt. 



DM100.00 at 43(* = 43.00 

. Interest, 1st National Bank 200.00 

Interest, Municipal Bond 60.00 

Betty received: 

Salary, USAF -^;Z9S,0a 

Dividends, US Talk 150.00 



Part 2--lncome 

From the following information, prepare a Schedule 
Dj talcing into account the capital gain dividend from 



Part 1 of the probleno. When Schedule D is completed, 
carry the result to line 29(a), Form 1040. 
John A. and Betty Mankat « 
J ohn A. Mankat sol d 100 shares of X Corp. common 
sTock on T6~^May~~r975~"al"~a gross sales price of 
$2,800.00. He paid a broker's commission of $100.00 
on the sale. 

He had purchased the stock on 20 April 1960 for 
$1,000,000. 



Chapter 4. Exclusions and Deductions to Arrive at Adjusted 
Gross Income 



Introduction 

In previous chapters, consideration was given to the 
various types of includible income. 

This chapter discusses thje items which are excludable 
or deductible from gross income in^ arriving at adjusted 
gross income (Form 1040, line 15). Such items include 
combat zone exclusion, prisoner of war exclusion, sick 
pay exclusion, subsistence and quarters allowance, 
moving expenses, certain travel expenses, and life 
insurance proceeds. The subject matt^ is broken down 
into two parts: 

(1) Excludable or deductible items received from the 
Amqed Forces 

(2) Excludable itents from other sources 

The computation of adjusted gross income must be 
accurate since the following items are computed in 
accordance with its amount: 

(1) Income tax liability from the optional tax table 

(2) The percentage standard deduction 

(3) The maximum contribution deduction 

(4) The medical expense deduction 

The relevant "adjustments" contained on Form 1040, 
line 14 are covered in detail in this section of the 
course, so that after studymg Chapter 4, the student 
should know what taxpayer's adjusted gross income 
consists of, i.e., wages, plus other income, minus 
adjustments. 

Note. In deducting certain eligible items discussed in 
this chapter from gross income, Form 1040 must be 
used. These items are not deductible on Form 1040A. 

Objectives 

Participants should be able to explain the following 
concepts: 

(1) Those items of income which are excludable or 
deductible from gross income in arriving at adjusted 
gross income (Form 1040, line 15). 

(2) The use of Forms to support adjustments. 
Applicable forms for this chapter include: 

Form No. 

3903 Moving lExpenses Adjustment 
2106 Employee Business Expenses 
2240 Sick Pay Exclusion 

Excludable or Deductible Items 
Received From the Armed Forces 

Service in a Copibat Zone (and Prisoners of War 
or Missing) 

An enlisted member does not have to pay tax on 
wages for any month during which he served in a 
combat zone or qualified for Hostile Fire Pay. Further- 
more, he does not have to include wages received 
while in a hospital because of injuries or sickness result- 
ing from combat zone service. 

A commissioned officer does not have to pay tax on 



the first $500 he received for any month during which 
the member served in a combat zone or qualified for 
Hostile Fire Pay. Also he does not have to pay tax on the 
first $500 a month received while hospitalized for sick- 
ness or injury resulting from combat ^ne service. 

This exclusion ceases for any month beginning more 
than two years after termination of combatant activities. 
In the case of ^ the Vietnam conflict, the exclusion for a 
service member who is hospitalized as the result of 
combat zone service ceases to apply to any month be- 
ginning more than two years after January 2, 1975. 

The pay of members of the Armed Fprces and 
civilian government employees, during the time they 
were prisoners of war or missing in action because of 
the Vietnam conflict, is not taxed. 

Accrued leave payments, attributable to active service 
in a combat zone, paid to members of the Armed 
Forces at the time of their discharge from the service 
are excludable from gross income. 

Hostile Flre^ Pay 

Members of the Armed Forces who perform military 
service in an area outside an area designated as a com- 
bat zone b) executive order, which service is in direct 
support of military operations in such zone and is per- 
formed under conditions which qualify such members 
for Hostile Fire Pay (as authorized under section^ 9(a) 
of the Uniformed Services Pay Act of 1963 (37 U.S.C. 
310)), will, during the period of such qualifying service, 
be deemed to have served in such combat zone. Accord* 
ingly, he is entitled to the combat pay exclusion for the 
period of service. 

Limitation to Above Excludable Items 

For periods after November 11, 1970, Armed Forces 
members who (a) are present in a combat zone while 
on leave from a duty station located outside a combat 
zone, (b) pass over or through a combat zone during 
the course of a trip between iwo points both of which 
lie outside such a zone, or (c) are present in a combat 
zone solely for their own personal convenience, are not 
considered to have served in a combat zone and are not 
entitled to the combat pay exclusion. 

Prisoner of War Exclusion 

A member of the Armed Forces is entitled to exclude 
all compensation received for active service for any 
month during any part of which such member is a 
prisoner of war ojr in a missing status as a result of the 
Vietnam conflict if immediately before such status 
began he was performing service in Vietnam or was 
performing service in Southeast Asia in direct support 
of military operations in Vietnam. The income exclusion 
applies to both officers and enlisted personnel. 

Both POWs and MIAs are included m the term 
"missing." A missing serviceman is oni who is officially 
carried, or determined to be, absent in a status of. 
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(1) missing; 

(2) missing in action; ^ 

(3) intcrjncd in a foreign country; 

(4) captured, beleaguered, or besieged by a hos- 
tile force; or 

(5) detained in a foreign country against his will. 
An individual is in a missing status for tax purposes 
only if immediately before the status began he was 
performing service m a combat zone or was performmg 
service in direct support of the military operations in a 
combat zone. 

Missing status does not include a period in which it is 
officially determined that the member was officially ab- 
sent from his post of dut> without authority. This exclu- 
sion is retroactive to 28 February 1961. Claims for a 
refund of taxes paid for senice on or after that date 
should be filed on Form H)40X or Form 843. The 
running of the statute of limitations on filing claihis for 
refund is suspended while persons are serving m Viet- 
nam, but eVen if the regular /ime for filing a claim for 
refund has expired It may be filed within two years after 
the missing status is terminated. 

Combat Death Wqiver 

The tax liability of a serviceman who dies as a result 
of wounds, disease, or injury sustained in a combat zone 
is cancelled for the year of his death an^ for any prior 
ye^ar ending on or after the first day he served in a 
combat zone. 

The income of a serviceman listed as missing in 
action or as a prisoner of war in Vietnam remains 
exempt from Federal income tax even where the serv- 
iceman is later found to have been dead during this 
time. The date of death, with respect to a missing mem- 
ber, is considered not to be earlier than the date on 
which a determination of death is made. The forgive- 
ness of tax applies through the year m which the miss- 
ing status is changed rather than the year of actual 
death. 

In the case of Vietnam,, the tax forgiveness benefits 
end for taxable years beginning after 2 January 1977. 
In the case of those servicemembers in a missing 
status the taxes will be forgiven even though Vietnam 
is no longer designated as a combat zone if the date 
his missing status is changed is within any taxable 
year beginning not later than 2 January 1977. 



Compensation Other Than Active Duty Pay 
Basic Allowance for Quarters (BAQ) 

The following items may be excluded from income: 
allowance for quarters, including cash differences for 
inadequate quarters, temporary' lodging pending assign- 
ment of permanent quarters at a new post of duty 
outside the continental United States; housing and cost- 
oMiving allowances abroad whether paid by the United 
Stales or a foreign government; uniform allowances; 
or quarters, heat, and light furnished in kind; and, to 
the extent expended for the purpose for which pro- 
vided, evacuation allowances. 



Basic Allowance for Subsistence (BAS) 

Allowances for subsistence, including R.O.T.C. sub- 
sistence, and rations furnished in kind to enlisted mem- 
bers are excludable. 

A "family separation allowance", received by a 
member who is separated from his family because of an 
overseas duty assignment, is a subsistence and commu- 
tation of quarters allowance and is excludable from his 
gross income. 

Moving Expenses 

On changes of permanent duty or station, or upon 
reporting for active duty, or upon employment at a new 
location requiring a change of principal residence, a 
member of the Armed Forces is entitled to deduct from 
his gross income certain reasonable expenses incurred in 
the tr<;nsfer subject to certain time and distance require- 
ments and dollar limitations. The taxpayer may deduct 
his allowable moving expenses even if he does not item- 
ize his deductions. All reimbursements (including mile- 
age and per diem) must be reported on the taxpayer's 
return in the manner as explained later, 

(1) Distance and Time Requirements — To be eligible 
for the moving expense deduction, the distance between 
the new duty station or place of work and the former 
residence must be at least 50 miles farther than the 
distance between the former residence and the former 
duty station. Therefore, if the distance between the for- 
mer residence and the former duty station were 16 miles, 
to qualify for a moving expense deduction, the distance 
between the hew duty station and former residence must 
be at least 66 miles. Where there was no former duty 
station (as when first entering the service), the first duty 
station must be at least 50 miles from the former resi- 
dence For purposes of the deduction, the measurement 
of distance between two points is the shortest of the 
more comnionly traveled routes between the two points. 

Additionally, the taxpayer must either: (1) work in 
the general area of the new employment full-time at 
least 39 weeks (need not be consecutive) in the 12- 
month period immediately following arrival, or (2) 
work full-time or perform services as a self-employed 
individual on a full-time basis in such general location, 
during at least 78 weeks, of which not less than 39 
weeks are during the above 12-month period. Note: If a 
Government employee employe4 by the United States, 
returns to the United States to retire without any plan 
for employment during the current taxable year, the 
expenses incurred in the return move can not be de- 
ducted as moving expenses since the individual is not a 
full time employee meeting the aforementioned nme 
requirements. 

In an instance of retirement or other separation from 
service, the member need not work for the same em- 
ployer as long as employment is in the same general 
location. These time requirements do not apply in situa- 
tions where the member is unable to satisfy the condi- 
tions because of death, disability, involuntary separation 
from work (other than for willful misconduct) or trans- 
fer for the benefit of the Government. If filing a joint 
return, and the member's spouse is also a full-time em- 
ployee in the new location, either spouse may satisfy the 
time requirement but the periods can not be a^ded 
together. 
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(2) Deductible Moving Expenses — Below are quali- 
fying moving expenses incurred by the taxpayer for 
himself and his famil). For purposes of the deduction, 
' family" means members of the taxpayer's household 
who lived dt the former residence before the move and 
moved to the new residence. A member of the taxpay- 
er's household includes any individual residing at the 
taxpayer's residence who is neither a tenant nor an 
employee of the taxpayer, unless the tenant or employee 
IS also a dependent of the taxpayer. From this language 
It can readily be seen that a member of the Armed 
Forces stationed overseas who returns to the United 
States on leave and marries while there may not deduct 
as a moving expense the cost of returning to his foreign 
statipn with his spouse. 

The taxpayer may deduct the expenses of moving 
household goods and personal effects of the taxpayer 
and family from the former to the new residence. 
This includes expenses of transportation or hauling, 
packing, crating, intransit storage, insurance, shipping 
an automobile, and shipping a pet and similar expenses 
but does not include the expenses of moving furniture 
purchased while en route to the new residence. A 
deduction is allowed for expenses incurred in moving 
household goods and personal effects from a place other 
than the former residence only to' the extent the ex- 
penses do not exceed what it would have cost to n[iove 
them from the former residence. 

The taxpayer is entitled to deduct the expenses of 
. traveling (including meals and lodging) for himself and 
his family from the former residence to the new place 
of residence. Also deductible is the expense of lodging, 
incurred in the general location of the former residence 
within one day after the fornfier residence is no longer 
suitable for occupancy because of the renjoval of house- 
hold goods and personal effects. Qualifying travel costs 
* should be calculated for the shortest, most direct route 
available by conventional means of transportation. Ex- 
penses on vacation side trips do not qualify. When using 
an automobile, the taxpayer has the option of deducting 
actual, recorded out-of-pocket expenses (but no depre- 
ciation) or deducting seven cents per mile. 

The taxpayer is entitled to deduct the cost of pre- 
move house-hunting trips after obtaining employment at 
the new site. Such deductible costs include roundtrip 
expenses and meals and lodging. Additionally, the tax- 
payer may deduct the costs of meals and lodging while 
occupying teipporary quarters in the general location of 
the new principal plaCe of work during any period of 30 
consecutive days after obtaining employment. 

Also qualifying as a deductible expense is the cost of 
selling the former residence (excluding fix-up costs and 
real estate taxes), settling the old lease, purchasing a 
- new residence or acquiring a lease. This includes attor- 
ney's fees, escrow fees, appraisal, and real estate agent's 
fees, title and loan costs (excluding interest payments 
and prepayments), "points," and similar expenses inci- 
dent to the sale or purchase of a home. Tfiese expenses, 
if deducted as moving expenses, may not be used to 
either reduce the amount realized upon the sale of the 
residence or increase the cost basis of the new residence 
when determining gain on the sale of a residence. 

The move should Jbe within one year from the time 
the taxpayer fiFskreports to Jhe new job. If the move 



does not take place within that time, the expenses or- 
dinarily will not be deductible. 

The move must have been necessary to the com- 
mencement of work in the new location. A move is 
generally not necessary if the distance from the old 
residence to the new place of work is shorter than the 
distance from the new residence to the new place of 
work. A move is considered necessary if either the 
member is required to live at the new residence or 
commuting time or expense is decreased. 

The deduction for premove househunting expenses, 
temporary living expenses, and qualified residence sale, 
purchase or lease expenses are subject to an aggregate 
dollar limitation. The limitation is $2,500 of which no 
more than $1,000 may be for househunting trips and 
temporary quarters. For an explanation of the aggregate 
dollar limitations for married persons filing separate 
returns see Publication 17, chapter 17. 

(3) Reporting Procedure — Moving expenses are gen- 
erally deductible in the year paid or incurred. However, 
a cash basis taxpayer may elect to deduct the expenses 
in the taxable year in which reimbursement is received, 
rather than the taxable year when he pays the expense, 
where the moving expenses are paid: (1) in a taxable 
year prior to the year of reimbursement, or (2) in the 
taxable year immediately following the reimbursement 
year, provided the expenses are paid on or before the 
normal due date for filing the return of the taxable year 
in which the reimbursement is received. 

Reimbursements and allowances ^hown on Fo/m 
W-2 are reported in gross income for year received and 
are reported on line 9, Form 1040. Expenses are listed 
on Form 3903. 

If reimbursements and allowances are not shown on 
Form W-2 and the moving expenses excCed reimburse- 
ments and allowances, enter the excess on line 13, Form 
39Q3 and line 38, Form 1040. If reimbursements and 
allovyances exceed expenses, enter that excess on line 
14, Form 3903 and hne 35, Form 1040, 

If Forrri 3903 is not used to report moving expenses, 
a statement must be attached to the tax return setting 
out in broad categories the type and amount ,of ex- 
penses, locations of old and new residences, old and 
new places of employment, and appropriate dates of the 
transfer. 

Ordinarily, moving services furnished in kind by an 
employer, either directly or indirectly, to the taxpayer 
or to members of the family will be treated as reim- 
bursements received for moving expenses. However, 
a serviceman was not required to account in, his tax 
returp for any reimbursement of moving expenses in 
kind from the Armed Forces. Serviceinembers can 
deduct moving expenses in excess of reimbursement 
even if they fail because of a required service transfer 
to meet the 50-mile or 39-weeks requirement. 

Full-time work test not met. If the return is due and 
the taxpayer has not yet satisfied the full-time work 
test, but expects to do so, he is given a choice as to 
how to claim the deduction: 

(1) He may claim the moving expenses on his 1975 
return. He need not wait until the date his return is due 
to make this election, but may elect on an early return 
on the basis of his knowledge at that time. If, after- 
wards, he fails to meet the full-time work test he must 
either report the amount of his deduction as income in 
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the year he failed to meet the test, or amend his 1975 
return. ^ 

(2) He may file his 1975 return without Claiming his 
moving expenses; if he later satisfies the test, he may 
either file an amended 1975 return on Form 1040X, 
claiming the deduction, or file a claim ior refund on 
Form 843 based upon his allowable moving expenses 
deduction. 

No matter which option the taxpayer may choose, 
any reimbursement must be reported in the year re- 
ceived, t 

Travel Expenses 

Ordinary and necessary traveling expenses in excess 
of allowances for travel when carrying on official busi- 
ness are deductible. Thus, expenses incurred on tempor- 
ary or temporary additional duty, such as those in- 
curred for meals, lodging, taxicabs, laundry, and clean- 
ing, in excess of reimbursements, are deductible if away 
from home (ship, base, or station) overnight. Personal 
expenses incurred for entertaining, sight-seeing, or social 
visiting are not deductible. 

The taxpayer must keep records and supporting evi- 
dence to prove the following elements with respect to 
deductions for traveling expenses (including meals and 
lodging while away from home): (1) the amount of 
each separate expenditure for traveling away from home 
such as the cost of transportation or lodging, but the 
daily cost of breakfast, lunch and dinnei*, and other 
incidental elements of such travel may be aggregated if 
they are set forth in reasonable categories, ,such as for 
meals, for gasoline and oil, anu lor iaxi fares; (2) the 
date of departure and return from each trip, and 
the number of days spent on business away from home; 

(3) destination or locality of travel described by 
name or city or town*or other similar designation; end 

(4) the business reason for the travel or the nature of 
business benefit derived or expected to be derived. If the^ 
taxpayer wishes to claim an excess of traveling expenses 
over reimbursement, he must compute his expenses 
for all such trips made during the taxable year and 
reduce it by all reimbursements (i.e., if he had one trip 
during the year which cost him more than his reim- 
bursement, he cannot deduct such excess and forget 
about the other field trips made where his reimburse- 
ment may have exceeded his cost.) 

Records to substantiate travel expenses should be 
maintained in an account book, diary, statement of ex- 
pense or similar record (supported by adequate docu- 
mentary evidence) which is sufficient to establish the 
elements for these expenditurri, discussed above. 

The taxpayer's records must be current. He should 
record each separate expenditure at or rteaij the time'of 
the expenditure. However, he may make one daily entry 
for such categories as cab fares, telephone calls, his 
meals while traveling, gasoline and oil, and other inci- 
dental costs of traveling. Tips niay also be grouped with 
the cost of service rendered to him. \ 

Documentary evidence is required to support all a- 
penditures for lodging while he is traveling away from 
home and for any other expenditure of $25 or more, 
except that if such evidence is not readily available for 
transportation charges it will not be required. Documen- 
tary evidence is a receipt, paid bill (y: similar evidence 



to support an expenditure. Such evidence will ordinarily 
be considered adequate to support an expenditure if it 
shows the amount, date, place and essential character of 
the expejiditure. 

Notes: 

(1) No deductions will be allowed for approxima- 
tions, estimates or unsupported claims. 

(2) If a member travels with his family on TAD, 
only the member's expenses are deductible and it is 
necessary to allocate an equitable portion of the family's 
expenses to him. Since the cost of lodging of the tamily, 
and transportation unless traveling by automobile, 
would exceed that for one person, the cost of a single 
rate for similar accommodations may be deducted. 

(3) Mess Bills Afloat — The amount paid by a mem- 
ber of the Navy on duty afloat may not be deducted for 
the period that his ship is away from its home port. A 
naval officer who is assigned to permaiient duty aboard 
a ship which has regular eating and hving facilities, such 
as an aircraft carrier, battleship, cruiser, destroyer, sub- 
marine, or supply ship, has his "home'* for traveling 
expense purposes aboard the ship to which he is as- 
signed. 

If claiming xhange of permanent station expenses, 
enter excess expenses on line 38 of Form ^040 ana 
attach Form 3903 or a statement of expenses and reim- 
bursements to the return. If claiming TDY, TAD^ or 
reservist expenses, enter excess expenses on line 38 of 
Form 1040 and attach Form 2106 or a statement of 
expenses and reimbursements to the return. 

Usability Retired and Disability Severance Pay 

(1) Disability severance pay, and retired pay received 
for temporary or permanent disability retirement under 
Chapter 61, Title 10, U.S. Code, elected on the basis of 
percentage of disability may be excluded. If computed 
on the basis of years of servir**. or at 57 percent under 
37 U.S.C. 115 for service in World War I and II, the 
portion of disability retired pay which exceeds basic pay 
multiplied by percentage of disability is not excluded. 
The net disability retired pay of a retired regular com- 
missioned officer (pay grade 0-1 and above), reduced 
under the Dual Compensation Act by reason of Federal 
employment, is excludable in the same proportion that 
his total retired pay is excludable under the foregoing 
rutes. The compensation received during Federal civil- 
ian, employment is fully includible in gross income. 
Thus the disability portion of the reduction required 
under the Dual Compensation Act does not carry-over 
to the civilian salary, but the regular eJtclusion may be 
resumed upon the termination of the civilian employ- 
ment. A waiver of retired pay in favor of a Veterans 
Administration pension or compensation, however, ap- 
plies first to the portion of disability retired pay ex- 
cluded on the basis of percentage of disability. Such 
waiver is not retroactive for income tax purposes. 

(2) This exclusion from retired pay is computed by 
the Finance Centers; it is not subject to income tax 
withholding or included in "wages** reported on Form 
W-2, and does not terminate at "jretirement age." Any 
excess is subject to withholdmg of Federal income 
taxes. 
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Sick P^y 



Some Miscellaneous Exclusions 



(1) Active Duty Pay — Active duty pa> received for 
period s of absence from duty by rea son of injury or 
sickness may be excluded from gross income, limited, 
however, to the lesser of actual pa> or a weekly rate of 
$100 ($14.29 per day on the ba^is of a 7-da) week for 
naval or military personnel). There is a 30-calendar day 
waiting period before active duty members quaht>. The 
computation is made on Form 2440 and entered on hne 
37, Form 1040 (Adjustments). 

Nontaxable income, *such as basic allowances for^ 
quarters or subsistence, is not considered in appl)ing 
this formula. No adjustments for withholding are being 
made by the defense departments for the "sick pay" 
exclusion. For this reason it is in^portant that the con- 
sultant ask the taxpayer all the questions relevant to sick 
pay exclusion when the information on the W-2 forms 
IS being transposed onto the taxpayer's income tax 
return. ^ 

(2) Disability Retired Pay — "Wages continued" 
(amount received in excess of that excluded on percent- 
age of disability) because of retirement for personal 
injuries or sickness resulqpg from active service in the 
Armed Forces is excludable as "sick pay" until attain- 
ment of retirement age. 

" If retired directly from active duty (and not on the 
sick list) the exclusion is limited to a weekly rate of $75 
during the first 30 days of absence, because disability 
retired pay docs not exceed 75 percent of regular pay, 
and there is a 7-calendar day waiting period unless 
hospitalized because of this disability at least one Say 
during the period of absence before reaching normal 
retirement age. After 30 d<ays it is limited to a weekly 
rate of $100. If retired while absent from active duty on 
account of personal injury or sickness for a continuous 
period of more than 30 days, the 30-day waiting period 
is charged against the active duty absence, and the 
retired pay exclusion is mnflnediately allowable up to a 
maximum weekly rate of $100. - 

An extra computation is required if an active duty 
member is placed on the sick list and retired within 30 
days without returning to duty. If the weekly rate of 
combined active duty and retired "wages continued" 
exceeds 75 percent of the regular weekl> rate of active 
duty pay for the last four weeks of the month immedi- 
ately preceding the ».ommencement of the penod of 
absence, there is a 30 day waiting period and thereafter 
the $100 per week limitation applies. Jf 75 percent or 
less, the exclusion is computed in the same manner as 
for retirement directly from active duty, as discussed 
abcFve. No additional sickness or injury need be estab- 
lished and the percentage of disability is immaterial. 
Retired members are not entitled to the exclusion from 
retired pay when employed by the same employer. Ac- 
cordingly, otherwise qualified retired members are not 
cntilled to the "sick pay" exclusion from retired pay 
when performing services for the United States, whether 
in the sapie department or in another department, 
agency, or branch of the United States Government 
including nonappropriated fund activities and Govern 
ment-owned corporations^ 



(1) Mustenng-out pay may be excluded from gross 
i ncome. . _ _ 

(2) Uniform gratuit) or clothing allowance paid"to 
officers and nurses, and uniforms furnished in kind or 
by .allowance to enlisted members are excludable. 

(3) Death gratuity pay (6 months' pay to beneficiary 
of deceased officer or enlisted member) may be ex- 
cluded from the beneficiary's gross income. 

(4) Amount received and expended by attaches 
under an allotraeiit for maintenance and official enter- 
taining is excludable. 

(5) Allowances received from foreign government by 
members of military missions tp such government for 
required extraordinary entertainment and livin^ex- 
penses may be excluded. 

Excludable Items From Other Sources 
Life Insurance (Private Confipanies) 

Amounts received under a life insurance contract 
paid by reason of the death of the insured, whether in a 
single sum or otherwise ( but if such amounts are held by 
the insurer under an agreement to pay interest therccn, 
the interest payments shall 'be ^includfcd in gross in- 
come). 

If, under an agreement in an insurance contract, an 
amount is held by the insurer for payment in install- 
ments at a date later than death (if death occuried on 
or after 17 August 1954), the amount held is to be 
prorated over the period for which payments are to be 
made, such as a fixed number of years, or years of life 
expectancy of the beneficiary, and excluded from gross 
income. The excess of such excluded amounts received 
each year is to be reported as interest income. However, 
if interest is paid to a surviving spouse of the decedent, 
$1,000 of such interest may be further excTuded each 
year. For this purpose a surviving spouse means the 
spouse of the insured at date of death, including a 
spousr legally separated but not absolutely divorced. 

Government Insurance or Indemnity 

Amounts paid by reas^ of death of the insured; 
dividends, including regular apd special, on United 
States Government and national service life insurance, 
proceeds from maturing United States Govemmen]t and 
national service endowment insurance contracts, and 
proceeds from surrendered United States Government 
and national service life insurance policies. 

Commercial Insurance 

Dividen^is represent refund of nondeductible pre- 
mium payments. Interest earned on such dividends left 
on deposit is taxable. 

Survivor Benefit Plan (formerly the Retired 
Serviceman's Family (protection Plan) Annuities 

Finance centers furnis};i full information to survivors 
on how to report their annuities under the above rule. 



Compensation for Injuries or Sickness 

(1) Amounts received under workmen*s compensa- 
tion acts. 

(2) Amount of damages received whether by suit or 
agreement. 

(3) Amounts received through accident or health 
insurance other than amounts attributable to conUibu- 
tions by the employer and not includible m the employ-^ 
ee's gross income, or amounts paid by the employer;* but 
see (1) below. 

(4) Amountt receied as a pension, annuity, or simi- 
lar allowance for personal injuries or sickness resulting 
from active service in the Armed Forces of any country. 

Amounts Received Under Accident and 
Health Plans 

* (1) Amounts received as reimbursement for medical 
care except to the extent a deduction was allowed for 
medical expenses for any prior year. 

(2) Payments for permanent loss or loss of use of a 
member or function of the bod^, or permanent disfig- 
urement of d taxpayer, his spouse, or a dependent. 

Claims by Foreign Claims Settlement 
Commission 

Claims b> foreign claims settlement commission, in- 
cluding payments to former prisoners of war. 

Meals and Lodging 

The "conveoience-of-the-employer" rule is the sole 
test with respect to nSeais if such meals are furnished on 
the business premises of the employer at the place of 
'the employment. The value of lodging furnished in kind 
by the employer is excluded from gross income if fur- 
nished on the business premises of the employer for the 
convenience of the employer and the employee is re- 
quired to accept such lodging as a condition of his 
employment. 

Gifts 

. The value of property acquired by gift, bequest, de- 
vise, or inheritance is excluded, but the income there- 
from is not. 

Scholarships and Fellowships 

Amounts received for a scholarship or a fellowship 
grant are excluded from gross income unless they repre- 
sent: (1) compensation for past, present or future em- 
ployment services, (2) payment for services which arc 
subject to the direction or supervision of the grantor 
(giver), or (3) amounts pairf^ to enable the individual to 
pursue studies or research primarily for the benefit of 
the grantor (give^). The exclusion is limited, however, 
if the student or fellow is not a candidate for a degree, 
to $300 times the number of months a grant is received 
in a year, for no more than 36 months in a lifetlpie, and 
only if the grant is from a Government or tax-exempt 
organization. . 

Appointments to the Arfhed Forces Academies and 
under the Navy's educational assistance program for 
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civilian employees have been held not to constitute 
scholarships for this purpose. 

Military personnel may generally exclude from in- 
come amounts .provided as a scholarship under the 
Armed Forced Health Professions Scholarship Pro- 
gram (or a substantially similar, approved program) 
for the years 1973, 1974, and 1975. This applies 
whether training is received while on active duty or in 
an off-duty or inactive status and without regard to 
whether a period of active duty is required as a con- 
dition of receiving the payments. 

Income of Minor Son or Daughter 

The earnings of an unemancipated minor son or 
daughter are the separate income of such son or daugh- 
ter and not the income of the parent. 

Alimony Income Attributable to Property 

^'Periodic pa>ments" to a divorced or legally sepa- 
rated wife which arc paid out of the income of property 
assigned or transferred in trust or otherwise in discharge 
of a legal obligation incurred by a hjllband under a 
decree of divorce, separate maintenaae^or for support, 
or under a written instrument jpcident to such divorce 
or separation, shall not be includible in husband's gross 
income, to the extent they are includible in the gross 
income of the wife. 



Social Security Benefits 

Amounts received from the Federal or State govern- 
ments under the Federal social security program. 

Veterans Administration Benefits 

Veterans Administration benefits (except interest 
earned on insurance dividends left on deposit) paid to 
veterans and their families. A full or partial waiver of 
taxable retired pay already received in favor of nontaxa- 
ble disability compensation is not retroactive for Federal 
income tax purposes. 

State Bonus ' 

Payments by a state to veterans for services rendered 
to the United States. 



Form 104O— Line 14 (Adjustments) 

The subjects* discussed in this chapter either appear 
on Fqrm 1040 (e.g., sick pay exclusion, moving ex- 
penses or expenses in excess of reimbursement) or arc 
omitted from the return altogether (e.g., B.A.Q., B.A.S. 
life insurance proceeds, etc.). 

All appropriate adjustments to income (with their 
supporting schedules attached, e.g.. Forms 3903, 2106, 
2440) are entered on line 14 of Form 1040 and de- 
ducted from the muome reflected on line 13 to arrive at 
adjusted gross income (Form 1040, hne 15). 

* * 



Summary 

Adjusted Gross income 

Consists of wages, :plus other income, minus adjust- 
ment (exclusions or deductions). 

Excludable or Deductible Items Received From 
Armed Forces 

Combat Pay 
Hostile Fire Pay 

The above items are not excludable if in zone on 
leave, while passing through, or present for personal 
convenience. ' 

Prisoner of War Exclusion^^ 

Earned Pay Forfeited by Court-Martial 

Basic Allowance for Quarters 

Basic Allowance for Subsistence 

Travel expenses (current records necessary,- excess 
oyer reimbursements deductible) 

Disability, Retired and Disability Severance Pay, Sick 
Pay 

Moving Expenses (reimbursements^ includes mileage 
and per diem, are included in gross income) 

(1) X)eductible if: 

(a) change in residence and duty station, and 

(b) the distance between the new duty station and 
the former residence is at least 50 miles farther than the 
distance between the former residence and the former 
duty stations, and 

(c) the member remains at least 39 weeks in the 
general area of the new duty 'sta^tion during the 12 
month, period followiftg the move. 

(2) Deductible expenses^ include: 

(a) meals and lodging while en route, 
(b^ transportation ^or hauM^g. 

(c) packing. 

(d) crating. 

(e) intransit storage. 

(f) insurance. 

(g) shipping an automobile or pet. 

Notes: - 

(1) All travel must be listed, not just one expensive 
trip. 

(2) Records must be kept. 

Excludable items From Other' Sources ^ 

Life Insurance Proceeds From Private Companies 

Government Insurance or Indemnity 

Certain Compensation for Injuries or Sickness 

Me^ls and lodging (if satisfies convenience-of-the- 
employer rule) 

Scholarships and Fellowships (subject to dollar limi- 
tation, and qualifying conditions) 

Social Security Benefits 

Veterans Administration Benefits 

State Bonus 



Quizzes for Chapter 4 
True—False Quiz 

Indicate whether each of the following statements are 
true or false b} inserting 'X' in the appropriate box- 



1. Benefit payments under the Social Security Act are 
not subject to tax. 

, □ True □ False 

2. The sick pay exclusion may not exceed a rate oi 
SI 00 per week for the first 30 days of illness. 

□ True □ False 

3. Taxpayer reached retirement age and was retired 
from the Navy with pay based on length of service. 
The taxpayer immediately thereafter filed claim 
with the Veterans Administration for and did re- 
ceive, disability rating of 20% for phlebitis in- 
curred prior to retirement. Taxpayer is entitled to 
exclude 20% of his retirement j)4y from gross in- 
come since he could have IJtirejJ for disability. 

□ True □ False^^*^ , 

4. On Form 1040 "adjusted gross income" is line 15 

□ True □ False 

5. The following items are excludable from gross in- 
come : 

a. Prizes won in a raffle 

□ True □ False 

b. Disability and death payments 

□ True □ False 

c. Reimbursement of moving expenses shown on 
Form W-2 

□ True □ False 

d. Gambling winnings 

□ True □ False 

e. Interest on municipal bonds 

□ True □ False 

f. Child support payments received by wife 

□ True □ False - 

g. Tips ' 

□ True □ False 

h. Gifts and inheritances 

□ 'True ^ □ False 

i. Clothing allowance 

□ True □ False 

6. Moving expenses are deductible even if a member 
uses the standard deduction instead of itemizing^ 
his deductions. 

□ True Q False 

Multiple Choice Quiz 

- Directions — Circle the appropriate letter to sel^t 
the answer to each o( the 'following questions. 

1. Gross income includes 

A. the value"" of property acquired by inhrfitance. 

B. the value of property acquired in exchange for 
services performed. 

C. the value of property acquired by gift. 

D. the v&lue of services donated t(X an exempt 
charitable organization. 

E. none of the above. 

2. Gross income includes 

A. interest on savings account acquired by inherit- 
ance. 

B. income from property acquired by gift. 

C. income from property acquired by bequest. 

D. income from property acquired by purchase. 

E. all of the above. 

3. The sick pay exclusion for a person who receives 
his regular salary and is absent from work because 
of injury but not hospitalized starts on the 
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A. first day of absence. 

B. thirty.flrst day of absence. 

C. seventh day of absence." 

D. eighth day of absence. 

E. thirtieth day of absence. 

4. Cross income includes 

* A. cash inherited from a decedent parent. 

B. uniform allowance paid to U.S. Army officer. 

C. mustering out payment to'enlisted man. 

D. quarters and subsistence furnished to an en*- 
listed man. 

E. none of the above. 

5. Cross income includes 

A. basic family allowance for quarters paid to a 
serviceman, 

B. Veteran's pension for injuries resulting from ac- 
tive service in the British Army. ^ 

C. military retirement pay, based on length of 
service. 

D. bonuses paid by States to veterans. 

E. value of automobile received by a disabled 
veteran. 



Question-Answer Quiz 

1. If an enlisted serviceman is hospitalized in the 
United States as tife result of wounds suffered in 
the combat zone is he entitled to a combat zone 



2. 



exclusion on any part of his compensation received 
during such hospitalization? If he was hospitalized, 
as the result of combat wounds, in the U.S.A. on 
1? April would he be entitled to the combat zone 
extension for filing his income tax return? 
Cpl. Peter Primrose was involved in an automobile 
accident. He received $1,500 from the insurance 
company as payment for physical damage caused 
by a whiplash to his neck. Should he include such 
amount as gross income? 

How should the following items be treated for 
income tax purposes? 

a. Reimbursement of $175 for official travel, the 
actual cost of.which was only $150. 

b. Allowance for required official entertainment of 
$500, the actual expense of which was S650, 
including $20 for extra maid (cost of maid not 
ordinary ^nd necessary). 

c. Reimbursement of $380 for movement of de- 
pendents on official permanent change of sta- 
tion, the actual cost of which was $275. 

If the distance between a member's former resi- 
dence and his former duty station is 21 mfles, how 
many miles must his new duty station be from his 
former residence' to qualify for a moving expense 
deduction? 

How long must a rfiember work in his new duty 
station jn order to qualify for a moving expense 
deduction? 
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Chapter 5.' Percentage Standard Deduction, Low Income 
Allowance, Itemized Deductions, and Credits 

Introduction separate returns of a married taxpayer, the 

percentage standard deduction is limited to Sl,300. As 

This chapter discusses deductions allowable from pomted out in Chapter 7 under the section dealing with , 

ad>usted.gross_income„tP. 4mve^.aj_t„aAabie_ LncomeJThe miLtar> persQimcl^aixieJja.dlifiUi&l^.ieD^i«nian who. 

taxpayer may elect to itemize deductions, take the per- ,s marned to a nonresident alien must file a separate 

centage standard deduction, or low income allowance return and is limited to a SI ,300 percentage standard 

These deductions are in addition to ^'deductions for deduction. The percentage standard deduction may not 

adjusted gross income" discussed earlier The taxpayer be used by one spouse if the other itemizes deductions, 
should, of course, elect the type of deduction that gives 

him the greatest tax benefit. This chapter also discusses Illustration 1975 

certain credits allowed to individuals beginning in 1975. * ^. ^ * xtionnn 

(1) Gross Income (Wages, interest, dividends, etc.) 518,000 

(2) Sick Pay (Deduction for adjusted gross income) SCO 
Objectives O) Adjusted Gross Income ^ $17,500 

(4) Deductions From Adjusted Gross Income: 

Participants should bt able to explain the fol^pwrng ' ^ Percentage Standard Deduttion 2,600 

concepts: ' * Deduction ^for Exemptions (2) 1,500 4,100 

(1) The advantages of using the percentage standard (5) Taxable Income ? $13.400 

deduction, the low income allowance, or itemized deduc- ' , 

^*°/^\* u u A. Adjusted Gross Income of Less Than $15,000 

(2) Those nonbusiness expenses which can be de- ' « ' 
ducted from adjusted gross income to arrive at taxable ^^^^ situation taxpayers whose standard deduction 
incopie, I.e., is not limited and who are not itemizing deductions 

(a) Medical expenses jhe optional tax tables. The tables, can be 

(b) Contrib^utions found in the "Instructions for preparing your Federal 

(c) Taxes income tax return for 1975." 

(d) Interest 

(c) Other expenses 

Applicable forms for this chapter include: LOW InCOme AllOWanCe 

Form No. The low income allowance benefits low income tax- 

2441 Expenses for Household and Dependent Care^ payers by removing many of them from the tax rolls. 

Services In 1975, this allowance is $1,600 for single persons, 

and $1,900 for married persons filing joint returns (and 

Percentage Standard Deduction surviving spouses). F6r married persons filing separate^ 

returns the low income allowance is S950. The Tax 

In most cases the amount of the percentage standard Tables automatically take this allowance into account, 
deduction depends upon the amount of the taxpayers The low income allowance may not exceed the tax- 
adjusted gross income. The percentage standard deduc payer's earned mcome when the taxpayer's dependency 
tion is allowed instead of itemized deductions and exemption is allowable to another taxpayer, 
certam credits. The taxpayer should use it when it ex- For example, an unmarried full time student who is 
ceeds the total of his deductions which may be itemized jn eligible dependent of his father has S600 from* wages 
on his return and when it is not ^advantageous to claim (earned income) 4nd $1,800 from divideftds (unearned 
a foreign tax Credit. Its use relieves him of substantiating fncome). The low income allowance of*$l,600 is limited 
itemized deductions. to the earned income of S600. In this case the Tax 

An individual who may be claimed as a dependent by Tables cannot be used. The tax must be figured by 

another taxpayer, ,and had unearned income during the folluwing the special instructions contained on the tax 

year, is subject to a limitation on his standard deduction, return. 

The taxpayer's standard deduction is based only on 

the amount of "earned income" such as: wages salaries, ^g^^jg^, p^^^^^ p.,. separate Returns 

fees, or other amounts received as compensation for ' o r 

personal services actually rendered. Dividends, interest, • If a husband and wife file separate returns, both 

alimony, royalties, and rents do not qualify as earned must itemize or both must take the standard deduction, 
income but are examples of unearned income. • If they do not itemize, one spouse may not use the 

For further details concerning this limitation see low income allowance if the other spouse uses the per- 

Chapter 1 of Publication 17. centage standard deduction. However, if one spouse 

For 1975 tax years the percentage standard deduction uses the standard deduction column the other may use 

on the return of a jingle individual is 16% of adjusted the low income allowance if: 

gross income up to a maximum of $2,300. On the joint (1) the first spouse's tax is higher under the low 

retuai^ of husband and wife the maximum amount is income allowance coiiimii than under the standard 

S3^00 or 16% of adjusted gross income, whichever is deduction column; 
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(2) the first spouse's tax is lower uqder the low in- 
come allowance column than under the standard 
deduction column; and ' 

(3) the combined tax of both spouses 1s lower than 
it^would be if both used the standard deduction column. 

Married individuals Living Apari * 

Married individuals living apart are not subject to the 
dollar 4imitati<ms- nor the restrft>tions^ofv-the use -of the - 
itemized or nonitemizcd deductions. If they meet the 
test below, they are not considered married. Therefore 
they may fift as single persons and, if they otherwise 
qualify, use head of household rates, and may use 
whatever method of_ deduction they choose, subject 
only to the applicable' limitations. . 

To qualify for this exception: 

• the spouse must file a separate return and 

• the spouse must maintain as her (or his) home, a 
household which, for more than one-4ialf of the entire 
taxable year, is the principal place of abode of a de- 
pendent who IS a son, daughter, stepson, or stepdaughter 
for whom the spouse is entitled to a dependency deduc- 
tion and ^ 

• the spouse must furnish more than one-half of the 
cost of maintaining the household and 

• the other spouse did not live in taxpayer's home at 
anytime during the tax year. 

Both or either spouse may qualify for the special 
exception under the definition. 

Optional Tax Tables 

Optional tables are provided to determine tax liabili- 
ties of persons not itemizing deductions, whose gross 
income is less than $15,000. The tables for married 
persons filing joint returns and unmarried persons auto- 
matically take into consideration the greater of the per- 
centage standard deduction or low income allowance. 
For married persons filing separately two tables are * 
^provided; one using the percentage standard deduction 
and the other using the low income allowance. 

A married person who files a separate return on 
Form 1040 or Form 1040A and elects to have his tax 
computed by the Internal Revenue Service will find that 
such tax is computed under the percentage standard 
deduction rather than under the low income allowance, 
unless he attaches to his return a statement that the tax 
of his spouse was not determined on the basis of the 
percentage standard deduction. 

A taxpayer with a reduced percentage standard de- 
duction because his dependency exemption .is allowable 
to another taxpayer may not use the optjonal tables. 

Itemized Deductions 

As previously explained, the taxpayer has a choice of 
itemizing {ieductions. claiming the percentage standard 
deduction, or claiming the low income allowance. A 
taxpayer*s decision to itemize deductions depends on 
whether: 

(1) His itemizqj^ deductions exceed the percentage 
standard deduction or the low income-.allowancc, 

(2) It is advantageous for him to claim the foreign 
tax credit, and 
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(3) He is able to substantiate the deductions claimed. 
The more common types of allowable deductions are. 

Medical and dental expenses *■ 

Charitable contiibutions 

Education 

Certain investor's expenses' 
Interest expense 
State and local taxes 
Alimony 

Household and dependent care expenses 
-T-ax- fctiirn-prepaFaltorv-fee 
Work clothes ^ 
Casualty losses 

Medical and Dental Expenses-Schedule A, 
(Form 1040) 

If deductions are itemized a taxpayer may deduct 
medical and dental expenses in accordance with certain 
limitations. The rules for determining the amount of the 
medical deduction, the definition of the term "medical 
expenses,*' and a list of the more common expense items 
are set out below. 

The expenses of the taxpayer, his spouse, or depend- 
ent may be deducted to the extent that the expenses 
exceed three percent of adjusted gross income. In com- 
puting medical expenses, however, drugs and medicines 
can Be taken into account only to the extent that they 
exceed one percent of adjusted gross income. 

In addition, one-half the amount paid for deductible 
medical insurance will be allowed as a deduction with- 
ofjt regard to the three percent limitation. This deduction 
will be limited to $150. The other one-half you pay for 
such insurance, plus the excess over the SI 50 limit, will 
be deductible but subject to the regular three percent 
rule. 

There is no maximum limitation on the medical 
expense deduction. 

Medical Expenses of Dependent 

In computing medical expenses the taxpayer may in- 
clude amounts paid on behalf of a dependent or a 
person who could be claimed as a dependent except for 
the fact that such person had income of S750 or more 
or filed a joint return. This status must exist at the 
time the expenses were paid or incurred. 

Example: In 1975, Major Fox furnished more than 
half the support of his son, including medical expenses 
of S800. His son, age 22, is not a student and earned 
$900. He cannot be clainaed as a dependent since he 
had income of $750 or more. Nevertheless, in comput- 
ing medical expenses, the taxpayer may include the 
$800 medical expenses paid on behalf of his son. 

The taxpayer may deduct the medical expenses paid 
for an individual for whom the taxpayer meets the 
support test under a multiple support declaration, even 
if the taxpayer may not claim the person as a dependent 
because of the $750 income test. 

Only the medical expenses actually paid by the tax- 
payer will be included in th.c deduction. Amounts paid 
by other parties to the agreement may not be deducted 
by anyone. But, if the taxpayer actually pays all the 
person's medical expenses, the taxpayer may include 
all those in computing deductible medical expenses. 

When Deductible— Reimbursements 

-^Medical expenses are deductible only in the year 
paid. Thus, prior years* medical expenses paid in the 



current year are includible in computing the deduction 
but advance payments are not. Advance payments .are 
considered to be deposits and may be deducted in the 
year that such deposits satisfy an actual medical cost. 

The total expenses must be reduced by any reim- 
bursement received from insurance or other sources. 
Amounts received as reimbursement for loss of earnings 
or damages for personal injuries are not considered as 
reimbursements' f6r medical expenses. If a taxpajrer is 
allowed a medical expense deduction in one year and is. 
reimbursed in another, the reimbursement must be in- 
cluded in gross income in the year received, to the 
extent of the deduction claimed. 

Definition of Medical Expenses 

Medical expenses" is broadly defined. It includes any 
payment for the diagnosis, cure, treatment, mitigation or 
prevention of disease, or for the purpose of affecting 
any bodily function or structure, premiums paid for 
certain accident or health insurance, and transportation 
expenses primarily for and essential to medical care. 

Some of the more common deductible items are: 

(a) Fees paid to physicians, dentists, osteopaths, etc 

(b) Fees paid to practical or registered nurses ' 

(c) Cost of medicine and drugs 

(d) Fees paid to hospitals for care 

(e) Artificial limbs and teeth, hcanng aids 

(f) X-rays, electrocardiograms, blood tests 

i 

The following items are not deductible: 

(a) Cost of ille^l operaUoAs 

(b) Cosmetics 

(c) Vitamins for general health not recommended by, a 
physician 

(d) Vacation trips (under most circumstances) 

(e) Toothpaste and brushes 

(f) Maternity clothing; diaper service 

(g) Funeral expenses 

(h) Veterinarian fees 

Notes: (1) Since almost all the medical and dental 
tre'htment of military personnel and their dependents^ is 
administered free of charge, a tax deduction for such 
expenses will be rare except where it involves amounts 
paid on behalf of a dependent hoi covered by military 
facilities, (e.g., PM^nts) 

(2) For further information regarding medical and 
dental expenses see Publication 17. 

Con^butions-Schedule A (Fonn 1040) 

Individuals may deduct contributions they make to 
qualified organizations — those which have been ruled as 
qualifying organizations for purposes of the contribution 
deduction. Generally, an organization knows if it has 
received a favorable ruling. Some organizations which 
qualify are: 

Official ship, station or post funds used solely for recreation, 
amusement and welfare of service personnel, tJnited Funds, 
Chests or Foundations, Churches. Schools and Hospitals 
(nonprofit), YMCA-YWGA, Police Boys Clubs, Boy and 
Girl Scouts. DAR, American Legion and Amvets. 

Nondeductible Contributions 

A contribution is deductible only if made without any 
consideration or benefit coming to the donor. Thus, 
tuition to a parochial school is not deductible, neither 



are dues to a lodge or veterans organization. Gifts to 
individuals are not deductible. Nor may a deduction be 
claimed for amounts given to a charitable organization 
if the taxpayer is permitted to specify that his contribu- 
tion is to benefit an individual of his choice 

Contributions to or for the following are not de- 
ductible: 

Pre-adoption expenses 

Civic leagues, social clubs and international organizations 
Communist organizations 
Chambers of Commerce 
Gifts to individuals 

Blood donated to Red Cross or other blood banks 

Cash or property 

Contributions must actually be paid in cash or prop- 
erty before the close of the tax >ear to be deductible If 
the contribution is made in nonappreciated property, the 
fair market value of the property, not its cost nor its 
sentimental value, is the controlling factor in determin 
ing the amount of the contribution for purposes of the 
deduction. 

Special rules apply to contributions of appreciated 
property, that is, all property which would give rise to 
any gain if sold. In certain cases, depending on the type 
of property, the use which is made of the property, or 
the identity of the recipient, the taxpayer giving appre- 
ciated property must reduce the amount claimed as a 
deduction. Should you incur this type of contribution, 
please refer to Chapter 23 in Publication 17 for addi- 
tional information. 

The fair market value of property must be used as 
the amount of the deduction if the fair market value at 
the time of the gift is less tfian its cost (e.g., used 
clothing). The value of services rendered or the reason- 
able rental value of property, the use and occupancy of 
which is donated to a qualified organization, are not 
deductible contributions. However, amounts, expended 
for travel expenses (including board and^lodging while 
away from home overnight, gas and oil, but not depre- 
ciation) in connection with donated services are allow- 
able contributions, if reimbursements are not received 
Also deductible are some "out-of-pocket" expenses 
which are paid in rendering services to a qualified 
organization. 

Note: Instead of a deduction for actual expenses for 
gas, oil, etc. of an automobile, taxpayers may deduct a 
standard mileage rate of 7t per mile plus parking fees 
apd tolls as a contribution. Depreciation, insurance, and 
repairs are not deductible. 

Time for Deduction 

The deduction isjhilowable only for the tax year in 
which the contribution is actually paid. Thus, a pledge 
of a contribution, even though it might be enforceable, 
does not give rise to a deduction. 

Limitation on the Deduction 

In general, the taxpayer's charitable contributions 
cannot exceed 50% of adjusted gross income for, the 
year (computed without regard to net operating loss 
carryback). Contributions to most charities may be 
deducted up to 50% of adjusted gross income. How- 
ever, contributions to certain nonoperating foundations, 
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veterans* organizations, fraternal societies and cemetery 
organizations, and contributions for the use of any 
charitable organization, are limited to 20% of adjusted 
gross income. Also, there is a 30% of adiubted gross 
income limitation that applies only to contributions of 
certain capital-gain property. 

Refer to Chapter 23 of Publication 17 for additional 
information concerning these limitations. 

Canypver 

If the taxpayer's contributions to organizations which 
arc subject to thQf50% deductibility limit (or 30% limit 
for capital gain property) exceed that limit in the year 
paid, then such excess may be deducted in subsequent 
years. The amount in excess of 50% (or 30%) of his 
adjusted gross income may 'be treated as a charitable 
contribution in each of the five succeeding years in order 
of time (until it is used up) but not beyond that time. 
The 50% (or '30%) limitation on deduction for 
charitable contributions remains in effect with respect 
to. the five succeeding years. 

Contributions which may be carried^ over are only 
those made to the organizations for which deduction 
may be taken in an amount of up to 50% (or 30%) of 
the taxpayer's adjusted gross income. Therefore, it does 
not include contributions to private foundations to 
which the 20% limit applies. 

Chapter 23 in Publication 17 contains additional 
infomiation concerning contributions. 

Taxes-Schedule A (Fornv 1040) 

I 

Generally, taxes for which a taxpayer is legally liable 
are deductible onl> in the >ear paid. Those which may 
be taken as deductions are certain foreign income taxes 
(except when foreign tax credit is claimed) and foreign 
real property taxes and the following State, municipal, 
and county taxes: 

(1) real property 

(i) personal property 

(3) income 

(4) general sales (see tables in Federal Income Tax 
Forms) 

Note: When using the Sales Tax Tables to determine 
the amount of sales tax deductible on Schedule A 
(Form 1040), add to the amount shown on line 15, 
Form 1040 (adjusted gross income), nontaxable items 
which increase spendable income such as social security, 
railroad retirement benefits, sick pa> exclusion, untaxed 
portion of long-term capital gains, etc. This may increase 
the sales tax deduction. 

(5) gasoline (see tables in Federal Income Tax 
Forms) 

T^es which n^ay not be taken as a deduction art: 

(1) cigarettes, tobacco and liquor 

(2) auto registration and inspection fees 

(3) drivers* licenses, except if they .qualify as per- 
sonal property tax 

(4) poll taxes 

(5) admission taxes 
. (6) Federal taxes 

(7) Social security taxes 



(8) State inheritance, estate, legacy and gift taxes 

(9) Foreign personal property, general sales, or gaso- 
line taxes. 

Reaitstate Taxes 

These taxes can be deduced onl> b> the owner of the 
real estate upon which the tax is imposed. If the pur- 
chase of real property involves the assumption of back 
taxes the payment of such taxes is not deductible. When , 
real property is sold the deduction for real estate taxes 
must be apportioned between the buyer and seller ac- 
cording to the number of days in the real property tax 
year that each held the property. ReaLestate taxes paid 
in escrow are not deductible until paid out of the escrow 
account to the taxing agency. 

Taxes Paid for Another 

Since, normally, taxes are deductible only by the per- 
son upon whom they are imposed, ta$es paid for an- 
other are not deductible. Thus, for instance, a husband 
filing a separate return may not deduct taxes paid on his 
wife's property or the payment of her state income 
taxes Of course, these taxes could be deducted on a 
joint return. 

When Deductible ( 

Generall>, taxes are only deductible in the year they 
are paid. Thus, amounts withheld from a taxpayer's 
salary for st^e income taxes are only deductible in the 
year they are withheld. 

Nondeductible Taxes 

Regulatory Taxes, such as marriage licenses, hunting 
licenses and dog tags are not deductible. Service charges, 
such as water and sewer bills, are.also nondeductible. 

Assessment for Local Benefits which tend to increase 
the value of a taxpayer's property, such as a^ssessments 
for the construction of water and sewage systems, are 
not deductible. 

Note: Chapter 22 in Publication 17 deals further 
with the subject of taAcs. 

Interest Expanse-Schedule A (Form 1040) 

Generally, all interest paid by a cash basis taxpayer 
on debts for which he is legally liable is deductible. The 
debt must (1) result from an actual debtor-creditor 
relationship in which repayment of the loan is intended, 
and, (2) be based on a valid obligation to pay a fixed or 
determinable sum of money. 

Thus, a deduction is not allowed for interest payments 
made by a taxpayer on behalf of another person if the 
taxpayer has no legal obligation to make the payments. 

Example: A taxpayer lives in a home owned by his 
mother, whom he supports. He makes the payments on 
her mortgage. He cannot claim an interest expense de- 
duction since he has no legal obligation to make such 
payments. 

Interest payments on personal loans, home mortgages 
(including prepayment penalties) and installment pur- 
chase contracts are the more common types of interest 
deductions. The amount of interest is usually separately 
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stated on personal loans and home mortgages and they 
do not present a problem of computation. However, 
discounted notes and installment buying may require 
special computation. 

Forftittd Interttt Diduction 

For tax years beginning after 1972, individuals may 
deduct from gross income the amount of interest for- 
feited on premature withdrawal of* funds from a time- 
savings account. 

Form 1099-INT usually indicates the "total" interest 
payable on the time-savings account. Any interest for- 
feited and not received is deductible from gross income. 
Enter the loss on line 41 of Form 1040. 

Nott Discount 

When money is borrowed, the note sometimes is for 
more than the amount received. That is, the interest is 
subtracted from the face amount of the note and the 
borrower receives the balance. A cash basis taxpayer, in 
such a case, can only deduct the interest as the pay- 
' ments on the note are made. Part of each payment 
represents interest and is deductible in the year paid. 

Example: Taxpayer signs d note for $1,200 on 30 
March, payable in twelve equal monthly installments 
beginning 30 April. The note is discounted and he 
receives only $1,128. The discount of $72 is considered 
paid in twelve equal installments of $6. Thus, for the 
first year the deduction is $54, or nine payments of $6 
each. 

Mortgage Inttreit and Service Charges 

Only the portion of the mortgage payment attributa- 
ble to interest is deductible as such. The term '^points" 
is sometimes used to describe the charges paid by the 
borrower to the lender as loan origination fees, maxi- 
mum loan charges, or premium charges. If these charges 
are paid solely for the use or forebearance of money> 
they are deductible as interest. If the payment of these 
charges is compensation for specific services that the 
tender performs (such as the lender's appraisal fee, the 
cost of preparing the mortgage note or deed of trust» 
settlement fees or notary fees, etc.) then it is not 
interest* 

The amount of 'loan origination fees" charged by 
the lender in addition to the maximum rate of interest 
permitted to be imposed upon VA insured loans is not 
interest* "Pohts" whiph are actually loan placement fees 
that the seller may be required to pay the lender as a 
condition to arranging financing terms for the buyer 
are not deductible as interest. Prepayment penalties 
required to be paid to the holder of a mortgage for the 
privilege of prepaying the mortgage are deductible as 
interest. 

For more information on mortgage interest refer to 
Publication 17. 

A charge levied by a retail store on its "revolving 
charge account" customen only hi the event the full 
balance of the account Is not paid within 30 days is 
deductible as btereit if the charge is (1 ) not a fixed fee 
but Is based on the customer's unpaid balance (2) com* 
puted monthly, and (3) solely for the privilege of 
deferring payment. 
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IniUllment Payments 

If personal property, such as an automobile, radio, 
television set, etc., is purchased on the installment plan 
in which the carrying charge or finance charges are 
separately stated, but the interest charge cannot be 
ascertained, a portion of the payments may be treated 
as interest. 

The amount of the carrying charge that may be 
deducted as interest is the lesser of: (a) an amount 
which represents six percent of the average unpaid 
balance, or (b) the portion of the total fee or service 
charge allocable to the year. Because of this limitation, 
two computations are necessary: 

F/m— Divide the total stated carrying charge by the 
number of months in the contract. This gives the 
monthly carrying charge. Then multiply this monthly 
carrying charge by the number of months the contract* 
was in existence m the taxable year. This gives the total 
carry mg charge that may be allowed for that year. 

Second — ^The average unpaid balance is determined 
by adding together the amount of the unpaid balance 
at the beginning of each month of the year, during 
which the contract was in existence. This total must be 
divided by twelve to get the "average unpaid balance," 
regardless of the number of months the contract was in 
existence. Compute six percent of this "average unpaid 
balance." v 

The amount of the deduction is the lesser of the 
amounts determined above. 

Example: On 22 June, taxpayer purchased a home 
freezer for $254 plus a carrying charge of $20. He 
made a down payment of $50 and agreed to make 
sixteen monthly payments of $14 each, on the twenty- 
second of each month, beginning 22 July. The portion 
of the carrying charge deductible <xs ioteresi is computed 
as follows: 

(1) Carrying charge $ 20.00 

Carrying charge ^r installment ($20^ 

divided by 16 installments) 1.25 

Multiply by number of installments 

paid in the return year X 6 

Carrying charge allocable to return 

year $7.50 

(2) Unpaid balance (including carrying 

charge) outstanding: 

July 1 ($254 + 20 ~ $50) 224.00 

August 1 210.00 

September 1 196.00 

October 1 182,00 

'> November K .% 168.00 

December 1 154.00 

Total monthly unpaid balance $1,134.00 

Average unpaid balance ($1,134 di* 

vided by 12) 94.50 

6% of $94.50 $5.67 

(3) Interest deduction allowable (Lesser of 

computation under (1) or (2)) .. $5.67 

A deduction may be taken for interest paid on tax 
deficiencies, but any amount which is designated as a 
penalty is not deductible. No interest is deductible if 
borrowed money is used to purchase or carry tax- 
exempt securitiei. 

Paid In Advance 

A taxpayer using the cash method of accounting who 
pays interest in advance for a period extendhig more 
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than 12 months beyond the en4 of his current tax 
year must deduct this amount ratably over the tax years 
involved. Interest paid in advance for a period not in 
e^^ccss of 12 months following the end of his current 
tax year may be deducted by a cash method taxpayer 
in the year paid, if the deduction does not give rise to 
a material distortion of income. 

Losses~-Schedule A (Form 1040) 
Losses— biductible 

(1) Losses to taxpayer's property used for personal 
purposes sustained as a result of fire, storm, shipwreck, 
sonic boom, or other casualty, or from theft, are 
deductible to the extent they exceed $100 for each cas- 
ualty or theft. Such losses must be further reduced by 
the insurance or other compensation the taxpayer re- 
ceives or expects to receive. 

Progressive deterioration of property through a stead- 
ily operating cause is not considered a casualty. Termite 
damage to a residence normally occurs over a prolonged 
period of time and is not considered a casualty. Nor is 
it a casualty when an individual loses an article through 
carelessness or negligence. Further, the deduction is lim- 
ited to the taxpayer's property. Damages paid by the 
taxpayer for injury to someone else's property are not 
deductible unless the injuries arose out of the taxpayer's 
business. 

Loss arising from theft or embezzlement is considered 
sustained during the taxable year in which the loss is 
discovered by the taxpayer. 

The amount of loss to be deducted is the lesser of 
(1) the decrease in the fair market value of the prop- 
erty as a result of the casualty, or (2) the taxpayer's 
adjusted basis in the property. This amount must be 
reduced by insurance or compensation received or 
expected. 

Examplr Capt. Black had purchased a parcel of land 
in prior years for $1,000 and had erected his residence 
thereon at a cost of $7,000. Subsequent improvements 
to the property were made at a total cost of $2,000. 
Inimediately before a storm, the land and house had a 
fair market value of $18,000. The storm completely 
destroyed the house, leaving no salvageable residue. The 
land, despite some storm damage, had a fair market 
value immediately after the storm of $2,000. The 
amount recovered through insurance was $7,000. The 
taxpayer has a deductible casualty loss of $2,900, com- 
puted as follows: 

Step (1): 

Fair market value of property immediately before 



casualty $18,000 

Fair market .value of property immediately after 

casualty 2,000 

Decrease in fair market value $16,000 

Insurance recovery 7,000 

Difference $ 9,000 

Step (2): == 
Adjusted basis of property: 

Cost of land r $ l^OOO 

Cost of house 7,000 

Cost of improvement 2,000 

Adjusted basis of property $10,000 

Insurance recovery 7,000 

Difference $3,000 
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The deductible loss is hmited to the lesser of the 
differences obtained m Step or (2>, mmus the $100 
reduction, or $2,900. 

(2) A loss occasioned b> damage to taxpayer's auto- 
mobile maintained for pleasure is deductible to the ex- 
tent it exceeds $100 and is not covered by msurance,. 
unless it is the result of a willful act or the willful 
negligence of the taxpayer. If damage to his automobile 
results from the faulty driving of the operator of an 
automobile -\vith which the automobile of the taxpayer 
collides, the loss occasioned to the taxpayer by such 
damage is likewise deductible. The loss must be caused 
by an identifiable event of a sudden, unexpected, or 
unusual nature, not deterioration. 

Eoramp/e. An, automobile not used for busmess was 
involved in an accident. The origmaf cost Of the auto- 
mobile was $2,800. Its fair markfet value immediately 
before the accident was $1,400. After the accident, the 
only value was salvage value of $150. The amount 
recovered through insurance was $750. Taxpayer had 



deductible casualty loss of $400, computed as follow^*: 

Fair market value of auto immediately before 

casualty $1,400 

Fair market value of auto immediately after casualt y 150 
Difference, but not in excess of cost or adjusted basis $1,250* 

Insurance recovery 750 

Total loss $ 500 

Less: $100 reduction T . . . ; 100 

Deductible loss $ 400 



(3) If a taxpayer sustains a loss from a disaster, and 
the disaster occurred in an area later determined by the 
President of the United States to warrant assistance 
by the Federal Government under the Disaster Relief 
Act of 1970, he may elect to deduct that loss on his 
return for the tax year immediately preceding the 
taxable year in which the casualty occurred. If he 
makes the election, the loss will be considered as having 
occurred in the preceding year. See Chapter 37 m 
Publication 17 for procedures for making the election. 

(4) Wagering losses to the extent of wagering gains. 

Losses— Not Oeductibli 

(1) Damage to household furniture or furnishings in 
transit or storage unless occasioned by fire, storm, ship* 
wreck, theft, or other casualty. 

(2) Fines and penahies imposed by courts-martial 
and civil courts. 

(3) Accidental losses of property, such as a ring from 
a finger. 

(4) Unrealized depreciation in the market value of 
stocks and securities. ^ 

(5) Wagering losses in excess of gains. 

(6) No deduction is allowable for loss resulting from 
sales or exchanges of property — 

(a) Either directly or indirectly between members 
of a family, which includes the taxpayer's spouse, broth- 
ers and sisters (whether by the whole or half blood), 
ancestors, and lineal descendants. 

(b) Except for distribution in liquidation, between 
an individual and a corporation in which the taxpayer, 
owns individually or in conjunction with members of his 
family, owns more thaa. 50 percent in value of the 
outstanding stock. 



(c) If within 30 days before or after the sale or 
exchange of stock* or securities, the seller acquires b> 
purchase or taxable exchange, or contracts to acquire 
substantially identical stock or securities. 

(d) Used as the taxpayer s personal residence up to 
the time of sale. 

(7) Losses from death to trees as a result of disease 
or attack by insects. 

(8) Amounts paid by taxpayer for damages to anoth- 
er's property. 

Refer to Publication 17 for information on ho^ to 
report these losses. 

Miscellaneous Deductions-Schedule A 
(Form 104O) 

The remainder of this chapter will be devcft^d to 
those itemized deductions which, if deductible, should 
be entered in the last category of itemized deductions 
on Schedule A (Form 1040), (i.e , miscellaneous de- 
ductions),^ and to miscellaneous items which are not 
deductible. 

Expenses for Child and Dependent Care Services 

The amount paid by a taxpayer for these employment- 
related expenses are deductible if he furnishes over half 
the cost of maintaining a home which is the taxpayer's 
principal residence as well as the principal residence of 
one or more of the f ollowjig individuals: 

(1) A dependent of the taxpayer under the age of 15 
for whom the taxpayer is entitled to claim a dependency 
exemption. 

(2) A dependent of the taxpayer (or a person who 
could be claimed as a dependent, if it were not for the 
gross income test) regardless of agi who is physically 
or mentally incapable of self-care, or 

(3) The taxpayer's spouse if physically ©r mentally 
incapable of self-care. 

If the taxpayer is married, over half of the cost of 
maintaining the household must be supplied by the tax- 
payer and spouse, and the taxpayer and spouse must 
live together. 

Limitations on Deductible Amounts 

The deduction is limited to the amount incurred dur- 
ing any month, but it may not exceed $400 per month 
when the expenses are incurred in the taxpayer's house- 
hold. When incurred outside the taxpayer^ household 
for the care of a dependent under 15,jhe expenses are 
deductible only to the extent they do not exceed^ in any 
one month the following amounts: 

(1) $200 for one child, 

(2) S300 for two children, 

(3) $400 for three or more children. 

Expenses incurred outside the taxpayer's household 
on behalf of a disabled dependent (unless under 15) or 
a disabled Spouse are not deductible as household or 
dependent care expenses. However, such expenses may 
qualify as medical expenses. 

When the taxpayer's adjusted gross income exceeds 
$18,000 for the year, the amount of the deductible 
expenses incurred during any month must be reduced 
by that portion of one-half of the excess of the adjusted 
gross income over $18,000 which is properly allocable 



to that month. In the case of a married couple, the 
combined adjusted gross income of the husband and 
wife on their joint return is taken into account for this 
purpose. The adjusted gross income limit has been 
raised to $35,000 for calendar >ear taxpayers beginning 
fn 1975. 

Reduction of Expenses by Certain Payments > 

If the expenses are incurred during the year for a 
.disabled dependent, they are reduced by the amount 
that the sum of (1) his adjusted gross income for the 
year and (2) the nontaxable payments he receives vex- 
cept gifts) because of his physical or mental condition 
exceeds $750. i 

Example: The taxpayer, a wi^ow, incurred employ- 
ment-related expenses of $iOO perNnonth for 1975 on 
behalf of a disabled soir. The son had-an adjusted gross 
income of $500 for 1975 and received SI, 152 ($96 per 
month) for 1975 from the Veterans Administration as 
disability compensation. Since $1,652 ($500 plus 
$1,152) exceeds $750 by $902, the taxpayer may de- 
duct only $1,498 ($2,400 less $902) as employment- 
related expenses on her 1975 return. 

If the expenses are inc.urred for a physically or 
mentally incapacitated spouse, they are reduced only by 
the nontaxable disability payments (except gifts) re- 
ceived by the disabled spouse. 

The amount of the deductible employment-related 
expenses is reduced by these payments before the over 
$18,000 ($35,000 for 1976) adjustment discussed 
above is made. 

Married Couples 

If the taxpayer is married at the close of the taxable 
year, the deduction is all6wed only if the taxpayer files 
^oint return with his spouse, and the deduction Applies 
only during any month in that part of the year when 
both spouses are gainfully employed on a substantially 
fulltime basis (unless one spouse is physically or 
'mentally incapable of self-care). 

If the taxpayer is married but is living apart from his 
spouse, he is considered as unmarried for purposes of 
this deduction if he meets the test explained at the 
beginning of this chapter under ^'Married Individuals 
Living Apart". 

Payments ta Related Individuals 

No deduction is allowed for payments made for em- 
ployment-related expenses if the payments are made to 
a related individual or a dependent household member. 
A related individual for this purpose includes the tax- 
payer's child, stepchild, grandchild, brother, sister, step- 
brother* stepsister, parent, ancestor of either parent, 
stepparent, niece, nephew, aunt, uncle, in-laws and an 
individual (other than taxpayer's spouse) who is a mem- 
ber of the taxpayer's household and lives with him for 
the entire year and is his dependent. 

Form 2441 is used to figure the deductible expenses 
for child and dependent care services. Chapter 25 in 
Publication 17 treats this subject in depth. 

Uniforms 

It is the position of the Service that the cost and 
maintenance of uniforms are alio \v able deductions if. 
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(1 ) the uniforms are specifically required as a condition 
of employment, and (2) are not of a typ^ adaptable to 
general or continued usage to the extent that they take 
the place of ordinary clothing.^ In order to determine 
whether both of the re.quired tests have been met, con- 
sideration must be given to the particular facts in each 
case, and the occupation of the taxpayer is' ndX necessar- 
ily controlling, The fact that a uniform might be re- 
. quired as a condition of employment is not, of itself, 
sufficient to warrant the allowance of the deduction. For 
example, military apparel is specifically required to be 
worn by members of the uniformed services. However, 
such apparel is adaptable generally to continued wear to 
the extent that it replaces regular clothing; consequently, 
no deduction is allowable for the cost and" maintenance 
of such a uniform. 

Not€..Tht deduction of the cost and maintenance of 
uniforms of a distmcttve type does not extend to ordi- 
nary work clothing, the cost and maintenance of which 
is a nondeductible personal expense. 

(1) Army Officers* Equipment 

The cost of equipment, to the extent only that it is 
especially required by this profession and does not take 
the place of articles required by civilian life, such as 
corps devices, Sam Browne belts^ epaulets, campaign 
bars, aiguillettes and swords, are deductible. 

(2) Naval Officers* Equipment 

The cost of gold lace, cap devices, and insignia of 
rank, which are additions to the uniform and are re- 
quired by his profession, are deductible. 

^ (3) Reservists of the Armed Forces 
' Reservists of the Armed Forces ma> deduct the cost 
imd maintenance of uniforms which ma> be worn on 
active duty for training or for temporary peri&ds when 
attending service school courses or training assemblies. 
However, such costs must be reduced b> the reimburse- 
ment received. 

Fatigues- 
Amounts expended by members of the armed services 
of the United States on active duty for the purchase and 
maintenance of required military I fatigue uniforms, 
where local military regulations prombit theii off-duty 
wear, are, to the extent the expenses^xceed allowances 
received therefor, deductible for Federal income tax 
purposes as ordinary and necessary business expenses 
provided such taxpayers itemize their deduction. 

Alimony Payments 

Generally alimony payments are deductible by the 
husband and are includible as taxable income by the 
wife Such payments cannot be counted by the husband 
in determining how much support he pays for his chil- 
dren to establish them as dependents. In fact, unless 
payments arc specifically designated by the terms of the 
decree, instrument or agreement as support of a minor 
^ child, such payments constitute alimony, deductible by 
the husband and includible by the wife. If payments are 
made for both child support and alimony, and the hus- 
band pays only a portion of such payment, the amount 
designated as child support will be considered first and 



the excess, if any, alimonv. For tax purposes a mmor 
child is anyone who has not attained the age of 21 
regardless of what state law says. ^ 

What are alimony payments? 

The deduction is limited to amounts quahfying as 
periodic payments. 

(1) Required under the terms of the decree of divorce 
or separation, or a written instrument incident to such 
decree, made in discharge of a legal obligation based 
on, the marital relationship, and paid after the decree. 

(2) Made under a written separation agreement 
entered into after 8/ 16/54, made after the agreement 
was executed, and the husband and wife live apart and 
file separate returns. 

•(3) Made under a decree for support or any type of 
court order entered after 3/1/54 because of the marital 
relationship, and husband and wife live apart and file 
separate returns. 

What are periodic payments? 

Periodic payments are payments to be made over an 
indefinite period of time. This is the normal situation. 
Installment payments on a lump sum settlement do not 
qualify as periodic payments and as such are not de* 
ductible as alimony unless: 

(1) They cover a period of 10 years or less and arc 
subject to termination because of contingencies (e.g.,' 
death of either spouse, remarriage of the wife or change 
in economic status of either spouse.) 

(2) They cover a period over 10 years. In this case 
they are periodic payments and deductible but only to 
the extent that the sum of the payments received during 
the spouse's taxable year do not exceed 10% of the 
amount specified. Payments made for back years in the 
current year are deductible when paid by the husband 
and includible by the wife regardless of the 10% 
limitation. However, advance ahmony payments arc 
subject to the 1 0%/ limitation and could result in an 
excess of 10% of iSfcVipcipal sum being nondeductible 
by the husband andViohtjixable to the wife. 

Example: A divorcd\d^cree^ granted in 1973 obligated 
$120,000 in installments of 
;band paid $10,000 in 1973, 
$30,000 in 1975 ($10,000 
ent and advanced 1976 ali- 



a husband to pay his 
$10,000 for 12 years 
no payments in 1974 [an 
back alimony, $10,00 
mony). 

I^'''^ $10 OOO dtduLiiJle by t\e husband includible by wife 



1975 $22,000 



Allotments 



.($10,000 back 
plus $12,000 (10% limit)] 




A serviceman, uno^r^^n decree for support, may 
authorize a monthly allotment for. his wife, from whom 
he is separated. The allotment mcludes a tax-exempt 
quarters allowance to which he is entitled, plus an 
amount withheld from his pay. He may deduct, and his 
wife must include in her income, only the amount with- 
held from his pay. 

Lump sum settlements 

Payments of a lump sum or installments not qualify- 
ing as periodic payments are not deductible by the 
husband or includible by the wife. They may represent 
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property settlements. A transfer of property (e.g., 
house) owneJ by the husband to a wife for the purpose 
of extinguishing her inchoate dower rights in discharge 
of a property settlement must be treated as a taxable 
event. 

Example: 

FMV of house $30,000 

Basis ^ 20,000 

Capital gain .." $10,000 

The wife, who receives property in exchange for her 
marital rigbts, realizes neither gain nor loss, since the 
rights she relinquished are taken to be equal in value 
to the property. 

In a community propert) state no gain or loss is to be 
leported because this is merely an equal division of 
community property. 

Aiimony trusts and other indirect payments 

Iferiodic payments attributable to property held in 
truslt, to life insurance, endowment or annuity contracts, 
although taxable to the wife just as though she had 
received cash directly from her husband, are not deduct- 
ible b\ the husband. Instead, the husband would have 
ah exclusion as to the trust income which would other- 
wise be taxable .to him. 

Alimony is reported by wife 

Alimony payments by cash or through commercial 
annuity contract or endowment or life insurance policy 
are reported on Form 1040, Part I, Line 34 as income. 

Income from an alimony trust is reported on Sched- 
ule E (Form 1040) Part III as income from a trust. * > 

Contribution to Candidate for Public Office 

A taxpayer is allowed a deduction for the amount of 
pofitical contributions made after 1971 and before 
January 1, 1975 up to a maximum of $50 for a single 
person or a married person filing a separate return. 
-The deduction may not exceed $100 on a joint return. 

Alternatively, the taxpayer may claim a credit against 
tax for his political contributions instead of claiming 
them as an itemized deduction. The amount of the 
credit IS one-half of the amount of the political contri- 
butions made with a maximum cfedit of $25 on a joint 
return and $12.50 on a separate return of a married 
person or a single person. 

For political contributipns made after December 31, 
1974, in taxable years beginning after that date the 
amount of allowable deduction or credit has been in- 
creased. Thus, for 1975, the amount of allowable de- 
ductions will be $100 for a single person and married 
persons filing separate returns, and will be $200 for 
taxpayers filing |oint returns. 

The maximum credit for 1975 is $50 on a joint re- 
turn and $25 for single persons and married persons 
filing separate returns. 

A political contribution for purposes of the deduction 
or credit is a contribution or gift of money to: 

An individual, who has publicly announced that 
he is a candidate for nomination or election to any 
Federalv State, or local elective public office in any 
primary, general, or special election, for his use in 
seeking office, 



(2) Any committee, association, or organization 
organized and operated exclusively for the purpose of 
supporting a candidate seeking elective public office for 
Its use in furthering this purpose, 

(3) The national committee of a national political 
party, or 

. (4) The State or local committee of a national politi- 
cal party as designated .by the national or State com- 
mittee of the party. 

An amount paid for a ticket in a lottery, raffle, 
drawing, etc., for valuable prizes, organized for the 
purpose of raising funds in a candidates campaign is 
not considered a contribution or gift and therefore is 
not eligible for the deduction. However, the cost of a 
ticket to a political dinner or fund raising function for a 
political candidate, where the event is essentially politi- 
cal, i.e,, primarily devoted to political speeches or dis- 
cussions, is a deductible political contribution. 

Expenses for Education 

A taxpayer may deduct educational expenditures as 
ordinary and necessary business expenses if the educa- 
tion either: 

{ 1 ) maintains or improves skills required by the indi- 
vidual in his present employment or trade or business, 
or 

(2) meets express requirements set by the individual's 
employer or by law, which are a condition of the em- 
ployee's retaining an established employment status or 
rate of compensation. 

However, even if one or both of the above require- 
ments IS met, expenses are not deductible if the educa- 
tion either: . 

(1) is required so that the taxpayer can meet the 
minimum educational requirements for qualification in 
his present employment or trade ^or business, or 

(2) qualifies the taxpayer for a new trade or business. 

Self-employed persons may ordinarily deduct ex- 
penses for education if it is customary for other estab- 
lished members in the tfade or business to undertake 
such education to maintain or improve skills required in 
their trade or business. Employees may deduct such 
expenses if incurred primarily (of a bona fide business 
purpose of their employer and not primarily for their 
own benefit. Employees' expenses for educational activi- 
ties may be deductible even though such expenses are 
mcurred voluntarily and even though the courses carry 
academic credit or eventually result in an increase in 
salary or in a promotion. 

Amounts spent for tuition, laboratory fees, books, 
and similar items are examples of expenses incurred for 
educational purposes. If the educational activities other- 
wise qualify, then the cost of local transportation (but 
not commuting expenses) and the cost of travel, meals, 
and lodging while away from home overnight is also 
deductible. 

For self-employed and for individuals employed as 
outside salesmen, educatiorfal expenses, the cost of 
travel, meals and lodging while away, from home, and 
local transportation expenses incurred in the pursuit of 
such educational activities are deductible in arriving at 
adjusted gross income. 

Employees, other than outside salesmen, may deduct 
expenses for education oply in arriving at taxable in- 
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come if the standard deduction is not elected (i.e., as 
itemized deductions). But travel, meals and lodging 
away from home overnight and local transportation ex- 
penses incurred in the pursuit of the educational activi- 
ties are deductible in arriving at adjusted gross income 
whether or not'the standard deduction is elected. Reim- 
bursed education expenses are reported in k statement 
attached to the income tax return; the amount of ex- 
penses in excess of reimbursements is deductible frpm 
adjusted grass income in arriving at taxable income. 

The deductible educational expenses of a veteran of 
the Armed Forces are not required to be reduced by 
tax-exempt educational benefits received from the Vet- 
erans Administration, 

The qualifying requirements outlined above were ap- 
plied in disallowing the following: 

(1) Nondeductible education expenses. — If the pri- 
mary purpose for which they are incurred is to: 

(a) Obtain a new position. 

(b) Fulfill the general educational aspirations of 
the taxpayer. 

(c) Meet the minimum requirements for qualifica- 
tion or establishment in an intended trade or business, 
profession, or specialty therein, then such educational 
expenses are not deductible. 

(2) Nondeductible travel expenses incurred in the 
pursuit of educational activities: 

(a) Commuting from home to the place of educa- 
tion on a nonworking day. 

(b) In general, a taxpayer's expenditures for travel 
as a form of education are deductible to the extent a 
major portion of the travel activity during the period of 
travel directly maintains or improves the skills required 
in the taxpayer's employment, trade, or business. 

(c) If the taxpayer engages in some personal activ- 
ities such as sightseeing, social visiting or entertaining, 
then the expenses attributabje to such personal activities 
are not deductible. 

(d) If the taxpayer's travel away from home is 
primarily personal, expenses for travel, meals and lodg- 
ing (other than meals c\nd lodging incurred during the 
time ^peht in participating in deductible educational 
pursuits) are not deductible. 

(e) Costs of meals and lodging in the pursuit of 
educationaj activities not involving away from home 
travel is not deductible. 

Brokerage Fees 

Brokerage fees which the taxpayer pays to a broker, a 
bank. Or similar agent to collect his taxable'bond interest 
or dividends on shares of stock are deductible on 
Schedule A (Form 1040). A fee- which he pays to a 
broker to acquire investment property, such as stocks or 
bonds, is not deductible, but is added to the cost of the 
property. A fee paid in connection with the sale of prop- 
erty is a selling expense and may only be used to deter- 
mine gain or loss from the sale. A fee paid to purchase 
"nontaxables" (e.g., State bonds) is nondeductible. 

Safe Deposit Box Rent 

Safe deposit box rent is deductible if the box is used 
for the storage of stocks, bonds, etc.. the income from 
which is taxable. The rent is not deductible if the box is 
used to store personal effects or tax-exempt securities, 
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Employment Agency Fees 

Expenses incurred in seeking new employment in 
the same trade or business are deductible even though 
new employment is not obtained. 

Miscellaneous Items— Not Deductible^ - 

The following items are not deiluctibfe from adi,usted 
gross income: > 

(a) Personal, living, or family expenses/other than 
outlined above. 

(b) Uving expenses of personnel stationed in ojic 
locality or overseas for an indefinite period. 

(c) The cost of daily transportation between home* 
and office. 

(d) Tax penalties. 

(e) Traffic fines. 

(fj Ordinary repairs, alterations, and dep/eciation on 
a building occupied as a personal residence >y the 
owner or his family. 

(g) Any amount paid out for new buildings, or for 
permanent improvements made to increase the value of 
any property or estate. These are capital costs. 

(h) Premiums paid on any life insurance policy. 

(i) Expenses of visiting home while on furlough, 
leave, or liberty. 

(i) Amounts paid for the purchase of iJnited States 
savings bonds. 

(k) Mortgage o/ other insurance premiums ofi a ^per- 
sonal residence.* ^ ^ 

(1) Expenses j?f' education of a spouse or dependent.' 
(ni) Club dues and initiation fees. ^ 
(n) Certain expenses of a hobby I'n excess of hobby 

income. 

(o) Uniforms for active duty personnel midship- 
men, and cadets. 

(p) Legal fees not connected with production or 
collection of income, management of property held for 
production of income, or incurred in connection with 
the determination, collection or refund of any tax. 

For Example- Amounts paid as a result of suits 
brought jgainst the taxpayer for alienation of affection, 
breach of promise to marry, slander, defamation of 
character, attorney's fees paid in a suit for divorce or 
separate maintenance, or amounts paid to prevent the 
filing of such suits are personal legal expenses and are 
not deductible. 

(q) Attorney's fees for the preparation of a will* 

(r) Bar examination fees. 

I^otes: 

(-1) Subschedules should be used if there is not 
enough space on the return to list the particular item- 
ized deductions. The total amount shown on such sub- 
schedule shou'd be inserted in its appropriate place on 
Schedule A (Form 1040) and the comment "see sched- 
ule #.. . attached*' written across the schedule. 

(2) Having acquired all this knowledge about item- 
ized deductions, the consultant is now faced with a 
practical problem. To prepare all'the schedules of item- 
ized deductions is time consuming, and, after such effort 
has been made, to learn that the taxpayer would benefit 
more by taking the percentage standard deduction or 
the low income allowance than by itemizing his deduc- 
tions can be downright harassing. The following ques- 



tions to a military taxpayer.^ ill, generally, answer tBTs 
problem. 

(a) Does the taxpayer own a^pcrsonal residence in 
the United States/ it he docsf then the taxes and 
mortgage mtorest on such property warrant itemizing 
deductions. 

' ijb) Does the taxpayer make alimony payments to 
an ex-spouse? 

(c) Do the taxpayers pay household and dependent 
care expenses so that they may be gainfully em- 

* ployed? 

(d) ' Did the .taxpayer have a large casualty loss 
during the taxable year? 

(e) Did the taxpayer pay any large medical bills, 
not covered by insurance for a parent? 

If the answer to ail of these questions is negative, then 
the probabihty will be that the taxpayer should not 
itemize his deductions. 

Credits 

, Credit for Personal Exemptions 

_.For 1975, an individual taxpayer is allowed a credit 
against tax liability in the amount of S30 for each 
^dependent the taxpayer is entitled- to claim as a per- 
sonal exemption (other than those for age and blind- 
ness). 

Xhe total credit cannot exceed the total tax liability 
for the,y<jpr. Furthermore, the tax liability is reduced by 
the credit for personal exemptions before reduction by 
the following credits: 

(1) the foreign tax credit, 

(2) the retirement 'income credit, 

(3) the investment tax credit, 

(4) the work incentive program credit, and 

(5) the cred^j^ for contributions to political orga- 
nizations. 

Credit for Certain Earned income 

For 1975, an individual who meets certain require- 
ments may be entitled |o a tax credit -based on the 
individual's earned income. To be eligible, thfc indi- 
vidual must: 

f(l) maintam a household which is the principal 
place of aboda of that individual and also the principal 
place of abode of a child for whom the taxpayer is 
entitled to claim a dependency exemption. 

(2) not be entitled to exclude any amount of in- 
come from foreign sources (or from U.S. possessions). 

(3) must have "earned income.** 
If these three tests arc met, a taxpayer will be en- 
titled to ^ tax credit of up to $400. This amount is 
computed by taking 10% of the taxpayer's earned in- 
come (up to $4,000). However, the $400 credit must 
be reduced by 10% of the amount of the taxpayer's 
adjusted gross income (Or earned income if greater) 
that exceeds $4,000. 

Earned income for this purpose means wages and 
other employee compensation as well as net earnings 
from self-employment. These amounts are taken into 
consideration only if the individual must include them 
in gross income. Also, the earned income is taken into 
account without regard to community property laws. 
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No amount received as a pension or annuity is included 
in earned income. 

The credit can be claimed by married individuals 
only if they file a joint return. The credit is also 
allowed only with respect to a full taxable year. 

In addition, the earned income credit is allowed in 
excess of tax liability. Any amount of the credit iji 
excess of tax liability will be the equivalent of an over- 
payment of tax and will be refundable to the taxpayer 
(a form of negative income tax). 

For example, if Pvt. Jones has income from wages 
of $3,900 and interest income of $150 and meets the 
other requirements discussed above, his earned income 
credit will be $390. The interest income is not in- 
cluded in the computation since it is not earned in- 
come. If Pvt. Jones had a tax liability of $250, he 
would receive a refund uf the difference of $140 ($390 
minus $250). 

On the other hand, if Sgt. Smith received/$6,50O of 
earned income, the maximum credit of $400 (10% 
X $4,000) would be reduced by 10% of the excess 
of the earned income over $1,000. In this case it would 
be reduced by $250 (10% x $6,500 minus $4,000). 
Sgt. Smith's total earned income -credit would be $150 
($400 minus $250). 

Credit for Purchase of New Housing 

An individual is allowed a credit against his income 
tax liability equal to 5% of . the purchase price of a 
new principal residence purchased (or constructed) by 
the individual. The credit is allowed for only one resi- 
dence and is limited to the tax liability for the year up 
to $2,000 (or $1,000 for married taxpayers filing sepa- 
rate returns). If the residence i^ purchased by more 
than one iildividual (other than husband and wife) the 
credit may be allocated among them but may not ex- 
ceed $2,000. 

A *'new principal residence" means a principal resi- 
dence the original use of which began with the tax- 
payer. 

The term includes single family structures, a resi- 
dential unit in a condominium or cooperative housing 
project, the taxpayer's unit in a duplex or row house, 
and mobile homes. Renovated buildings (regardless of 
the extent of renovation) do not qualify for the credit. 
Original use means the property has never been lived in 
prior to acquisition by the taxpayer. 

"Purchase price" for the purpose of computing the 
credit means the adjusted basis of the residence. One 
situation where the adjusted basis is less than the pur- 
chase price would be if the taxpayer had deferred part 
or all of the gain on the sale of the residence being 
replaced by the new one. See Chapter 3 for a compu- 
tation of deferred gain. 

The credit applies to a new principal residence: 

(a) the construction of which began before 26 
March 1975, 

(b) which is acquired and occupied by the tax- 
payer after 12 March 1975 and before 1 June 1977, and 

(c) if not constructed by the taxpayer, which was 
acquired by the taxpayer under a binding contract 
entered 1nTo before 1 January 1976. , 

Generally, the taxpayer must acquir^ the residence 
after 12 March 1975, and before 1 January 1976. 
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However, the taxpayer may still be entitled to the 
credit even though the contract was entered into prior 
to 13 March 1975 if settlement and occupancy occurs 
on or after that date and before 1 January 1977. Also, 
the taxpayer is entitled to the credit if he enters into a 
contract binding for the purchase of a new residence 
after 12 March 1975 and before 1 January 1976 if 
settlement and occupancy occurs before 1 January 1977. 
The contract may be contingent oij the taxpayer find- 
ing a loan and still be considered binding. 

To claim the credit, the taxpayer must attach a state- 
ment to the return from the seller certifying that the 
constructicm of the residence began before 26 March 
1975 and the purchase price was the lowest price at 
which the residence wa^ offered for sale after 28 Feb- 
ruary 1975. 

If the taxpayer disposes of the residence within 36 
months after the daie acquired (or the date occupied 
if constructed by the taxpayer) the taxpayer must re- 
c,apture the credit. 



Summary 



In tr oduc tion ~ — - ' ' 

(1) For 1975, if allowable itemized deductions ex- 
ceed 16% of adjusted gross income up to the maximum 
discussed earlier, the taxpayer should itemize on Sched- 
ule A (Form 1040). 

(2) If 16% or less use one of the two types 6f 
standard^ deductions. 

Percentage Standard Deduction 

What is the percentage standard deduction? 

For 1975 the percentage standard deduction is 16% 
of adjusted gross income. 

What are the limitations on the percentage standard 
deduction? 

Limitations for 1975 are: 

(1) $2,300 for single persons, or 

(2) In the case of a married person filing separately 
(Note citizen married to nonresident alien) up io 
$1,300. or . ^ 

(3) In the case of married persons filing joint re- 
turns, 16% of adjusted gross income up to $2,600. 

What are the advantages of the percentage standard 
deduction? 

(1) Relieves taxpayer from having to substantiate* 
deductions. 

(2) Taxpayer does not have to keep receipts. 

(3) Easier to compute tax. 

(4) Can use optional tax tables if income under 
$15,000. 

What taxpayers cannot use the percentage standard de- 
duction? 

(1) Nonresident aliens 

(2) Estates and trusts v 

(3) United States citizens entitled to special benefits 
icco^dtd income received from a United States poss^s^ 
sioa (otwr' than Puerto Rico). 




(4) Indivi(fuals filing a short year return in case of A 
change in accounting period 

(5) Taxpayer whose spouse iteriiized deductions. 

Itemized Deductions-Schedule A 
Gentral 

(1) See Schedule A (Form 1040) in 'Pub. 17 (filled- 
in example) 

(2) Some of the items deducted here are: 

(a) Medical 

(b) Contributions 

(c) Taxes 

(d) Interest 

(e) Casualty losses 

(f) rMiscellaneous deductions 

1. Uniforms 

2. Alimony 

3. Education 

4. Investment expenses ^ 
. 5. Safe deposit boxes 

6. Returns preparation fee 

7. Political contributions 

8. Household and (dependent care expenses 



Medical Expense 

Expense fpr diagnosis, cure^ treatment, mitigation or 
prevention of disease. 

(1) Look at Schedule A (Form 1040) and note 1% 
and 3% rules for medicines and other medical expenses 
respectively. 

NoTe: 1 % and 3% rules apply to all taxpayers and 
dependents. 

Most military do not have this expense since they 
receive free treatment. 

(2) Deductible when paid. 

(3) Reduced by insurance recovery. 

(4) See text for expenses deductible and nondeducti- 
ble. 

(5) See Pub. 17, chapter 21. 

Contributions 

(1) Deductible: 

(a) Ofificial ship, station or post funds used for 
recreation, welfare or amusement of service personnel. 

(b) Chests — Community 

(c) Church and Synagogues 

(d) YMCA, boys-clubs 

(e) DAR, Amvets, American Legion 

(2) Nondeductible: 

(a) Parochial school tuition fees 

(b) Lodge dues 

(c) Gifts to individuats 

. (d) Pre-adopdon expenses 

(e) International organizations 

(f) Orphanages in foreign countries, because they 
are not U.S^ organizations or creations 

(g) Commun/st organizations. 

^ (3) Cash or property (JFMV note: (1 ) tax saving on 
stock donated to charity (2) FMV of old clothes is 
nominal). 

(4) Deductible only in the year paid— not pledged. 



(5) In lieu of gas and oil on auto used for chantable 
organization 7^ per mile may be claimed. Note: Depre- 
ciation and insurance are not deductible. 

(6) 20% and 50% limitation. 

' (7) Carryover. (5 years for 50% or 30% type con- 
tributions). 

(8) Pub. 17. chapter 23. 

Taxes 

(1) took at Schedule A and note listed taxes al- 
lowed. 

f^ote: Foreign personal property and gasoline taxes 
are not deductible. 

Note: Sales tax can be estimated from table in in- 
structions for 1040 booklet. 

(2) Look at text tor nondeductible taxes. 

(3) Deductible when paid. State income taxes with- 
held plus tax due for prior year paid in current year are 
deductible in current year. 

(4) ' Pub. 17, chapter 22. ^, 

Interest 



There will be allowed a*^deduction all interest paid 
or accrued within the taxable year on indebtedness. To 
be deductible, interest must be on a debt for which the , 
taxpayer is legally liable. Nonbusiness interest payments, 
such as that paid on a mortgage on^ i residence, on a 
personal loan, or on an installment purchase of personal 
property, may be deducted on Schedule A. in case the 
interest on an installment purchase is stated separately, 
the amount actually paid is deductible. However, whete 
the actual interest is not distinguishable from 'other 
charges, a deduction may be made of 6 percent of the 
average unpaid balance (computed by taking 1/12 of 
the sum of the unpaid balances as of the first day of 
each month), provided this amount does not exceed the 
ratable share of the total finance charges allotted to the 
taxable year. 

A deduction may be taken for interest paid on tax 
deficicnrii-<s hjit any penalties ir^voWed are net dcducti 
ble. The interest on a discounted note, which is to be 
repaid in a lump sum, is not deductible by a cash basis' 
taxpayer until the note is paid. Where the discounted 
note is repayable in installments, a proportionate part of 
the discount is deductible for each payment, on the cash 
basis. Interest paid for funds usee} to purchase tax- 
exempt securities is not deductible. " 

Casualty Losses 

This provision applies Ao the loss of property not 
connected with ^ trade or business if such loss arises 
from fire, storm^ shipwreck, or other casualty or from 
theft. Nonbusiness casualty and theft losses of individu- 
als will be deductible only to the extent the loss from 
each casualty or theft exceeds $100. 

Where two items of loss resuh from a single event, 
only one $^100 reduction is required. On joint returns, 
the taxpayers are treated as one taxpayer and therefore 



separate losses sustained in the same cveiit resul^in only 
one $100 reduction. 

(1) The amount of the deduction is the lesser of (a) 
the difference between the fair market value of the 
property immediately before and immediately after the 
casualty, or (b) the taxpayer's adjusted basis in the 
property, less the amount of any reimbursement or in- 
surance. 

* (2) The property subject to the loss must, have been , 
the property of the taxpayer and the loss is deductible 
only in the year sustained regardless of whether repairs 
are made that year, a subsequent year, or never made. 

(3) A theft loss is deductible in the year it is discov- 
ered. 

Njote: See text for losses not deductiWer^. 

6 

Miscellaneous Deductions 

The following deductions all go in the last section of 
Schedule A (Form 1040^ 

(1) Uniforms — military — nondeductible except braid, 
corps, devices, campaign bars, etc. Fatigues can, in cer- 
tain silualionrdfepertding on certain local luiiiary rcgu—- 
lations, be deductible to the extent expenses exceed al- 
lowances. 

(2) Alimony — If the taxpayer is legally separated or 
divorced, separate maintenance payments made by him 
are taxable to his former wife and deductible by the 
taxpayer if these payments are: 

(a) required under the terms of the decree of 
separation or divorce; 

(b) paid m discharge of a legal obligation based 
on the marital relationship; 

(c) paid after the decree; and 

(d) are periodic payments. ^ 

"Periodic payments" are payments of a fixed 
amount for an indefinite period, or payments of an 
indefinite amount (as 10 percent of a variable income) 
for either a fixed or indefinite period. Under certain 
conditions 'installment payments" or other payments 
made under a separation agreement entercdTSo after 
August 16, 19.S4, or a decree for support after March 1, 
1954, may be classified as "periodic payments' and be 
taxable to the wife and deductible by the husband. 

(3) "Education — deductible if for purpose of 

(a) Maintaining present job and not to obtain a 
better job. 

(b) Education expenses, are: tuition, laboratory 
fees, books, etc. ^ 

(4) Expenses fof Child and Dependent Care — 

(a) The maximum deduction is $400 per month. 

(b) Must be incurred to enable taxpayer to be 
gainfully employed. 

(C) Taxpayer must maintain household which in- 
cludes as a member one or more qualifying individuals. 

(d) Qualifying individual is:. 

(1) taxpayer's dependent under 15, 

(2) taxpayer's dependent who is disabled^ or 

(3) < taxpayer's spouse who is disabled. 

(e) LimiUiiOn on deduction when taxpa)cr*s ^id^ 
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justed gross income exceeds $18,000 (or $35,000 for 
calendar yean beginning in 1976). 

(f) Reduction of deduction by certain payments 
received by disabled dependent and disabled spouse. 

(g) Married couples must\^e joint return unless 
they qualify as not married un^^ married but living 
apart test. 

Nondeductible Expense (See Text) 

Quizzes for Chapter 5 ^ 

True-Fais€ Quiz 

Indicate whether each of the following statements arc 
true or false or deductible or nondeductible, by inserting 
**X" in the appropriate box. 
I All interest prepaid on a three-year loan is not 
deductible in the year of payment by a cash basis 
taxpayer, y 

□ True □ False 

2. Lc^ fee of $50 paid by an individual to have 
Federal income-tax return prepared. 
£J4>educiibie- — — — g^^j^ot^deductible^^----— ~ 
. 3. Commercial school tuition paid by a typist to ob- 
tain a position as private secretary. 

□ Deductible □ Not deductible 

4. The cost of a uniform in excess of reimbursement, 
by an officer \njht Armed Forces Reserves, used 
during summer training periods. 

□ Deductible Q Not deductible 

5. Insurance premiums paid on a dwelling oWned and 
occupied by a taxpayer. I 

□ Deductible Q Not deductible \ 

6. Federal lax on railroad transportation incurred on 
a vacation trip. 

□ Deductible g Not deductible 

7. Interwt paid on Federal income tax deficiency. 

□ Deductible □ Not deductible 

8. Y, a single taxpayer, filed his calendar year income 
tax return. He had adjusted gross income of 
$10,000 and claimed a medical deduction, com- 
puted as follows: 

Drugs and medicine $lSo 

Less 1% of adjusted gross income JOQ 

Remainder includible in medical expense $ 80 

Doctor, dentist, etc ; $1,200 

Less amount reimbursed 800 

Amount not reimbursed -.TTTT 400 

Net medical expenses "IjSO 

Less 3% of adjusted gross income 300 

Medical deduction claimed ITSO 

Y's computation of his medical deduction is correct. 

□ True □ False 

Multiple Choice Quiz 

Directions — Circle the appropriate letter to select the 
answer to each of the following questions'. 
1. Which of the following expenses are not deducti- 
ble? 

a. Alimony payments 

0* Taxes on personal residence. 



,c. Taxes on rental property. 

d. Repairs on rental property. 

e. Repairs on personal residence. 

2. Which of the following insurance premiums paid 
would be deductible? 

a. Insurance on personal dwelling. 

b. Insurance on personal jeweh7. 

c. Insurance on daughter's life. 

d. Liability insurance on personal auto. 

e. Noxie of the above. 

3. Capt. Smith incurs and pays the following durjng 
the year: general property taxes on residence $105, 
State income tax $1 10, Federal^ Income Tax, $41 6^ 
excise tax $5 and State gas(^e rax $25. 

What is Capt. Smith's maximum allowable de- 
duction for taxes on his calendar year cash basis 
return? • 
a. $656. b. $546. $240. d. $245. €^$215. 

4. " Jane Adams, upon arriving home from a theater on 

10 September, discovered that he^ diamond ring 
was missing. She remembered taking oil the ring in 
the wash room of the theater. She called the thea- 
ter manager but the ring was dot found. She had 
purchased the ring in 1973 for $475, An appraiser 



had r ece ntly val u ed the ring at $ 55 0. W liat i s 

Jane's allowable loss on her return? ' 
a. $550.00. b. $512.50. c, $475.00. d. The re- 
placement cost. e. Noqe. 

5. In May, Commander Black learned that his per-^ 
sonal residence, which cost $18,000 in 1954 was 
severely damaged by termites. The inspector told 
him that the termites had infested the property for 
several years. The fair market value ^prior to the 
discovery of the damage was $28,000 and after the 

^ discovery was $12,000. He paid $14,000 to repair 
the damage on 15 August. What, is his allowable 
loss? 

a. $28,000. b. $16,000. c. $14,000. d. $7200. 
e. None. ^ 

6. An individual could not deduct a contribution to 
which of the following organizations? 

a. Daughters of American Revolution. 

b. American Bar Association. 

c. Church, for pew r^nt. 

d. Camp Fire Girls. ^ ' 

e. American Legion. 



Question-Answer Quiz 

1 . Under what circumstances may a U.S. taxpayer use 
the standard deduction — ' • , ' 

a. What are the limitations of this deduction? 

b. If a' taxpayer chooses to^use the standard de- 
duction, may. he also claim a foreign tax credit? 

c. May a husband and wife filing separate retumt 

each use the standard deduction or itemize their 
deduction, at their individual discretion? 

2. Captan Reynolds on duty afloat on a ship based 
in the Mediterranean, made gifts and donations to 
numerous persons and organizations as shown be- 
low. Disregarding limitation, indicate the items and 
amounts which may be deducted on his return as 
contributions. 

a. His personal services and the use of his auto- 
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mobile at a cost of $10, for the benefit of the 
Italian Boy Scouts, 

b. A gift of 10 sharts of United States Steel com- 
mon stock held pvcr 6 months to Harvard 
University, his Alma Mater. This stock cost 
him $50 per share and the market quotation on 
the dale of ^ was $55 per share. 

c. A cash gift of $20 to the Italian Red Cross. 

d. A donation of 2 i»nts of blood for the benefit 
of the wife of a fellow officer who was injured 
in an Italian train wreck. 

c. Weekly donations to the Chaplains fund oa his 

ship, in the total amount of $52. 
f. The donation of the use of his car, operating 
320 miles, to assist in a fund-raising campaign 
for the American Red Cross. 
}. Which, if any, of the foflowing items would be 
deductible on the return of a Second Class Petty 
Officer of the U.S. Navy, on duty in the Indian 
Ocean, if he itemizes his deductions? 

a. Auto license of $20 paid to his home state (not 
ad valorem). 

b. Real estate taxes paid to his home state on his 
home which was not rented during the taxable 



y«a7 

c. Income taxes paid to his home state. 

d. Fishijig license issued by the local government 
of Okinawa. 

e. Sewer tax paid to borne city, representing his 
share of construction costs of a OMnmunity 
sewer for use in his home area (assume home 
is not rented) . 

f. Outgrown suit of clothes given to Amencan 

Red Cross. Fair market valfie of $5 (cost $50). 

4. In ^connection with the sale of his personal resi- 
dence, Sgt. Wm. Paton, who was on duty m Nor- 
way, received $a25 monthly from the purchaser. 
Each payment represented principal and interest of 
%100: real esUtc taXcs of $20 and insurance pre- 
plum payments of $5. Sgt. Paton agreed to accu> 
mulate the parents made on taxes and insurance 
and to pay the annual tax and insifrance bills when 

* due. - ' 

a. Is Sgt. ?aton entitled to any deduction for the 
payments of taxes and insurance which he made 
subsequent to^ the sale of the property? If not, 
explain fully. i ^ 

5. Indicate by placing aft X in the appropriate column 
whether the, following items are deductible or non- 
deductible OTi the. U.S. income tax. return of a cash 
basb* taxpayer who*' is a irfemb^r of the Armed 
Forces on duty outside the United States. 

a. The cost of an Alrmy Dress Blue uniform (less 
' ^ < 'shoulder boards or gold* stripe on pants) includ-* 

ing cape. » * 
Deductible □ Nondeductible 

b. The cost of a full Army^Grpcn uniform (less 
brald)^ ' 

□ DoducUWe^ ^ □ Nondeductible 



c. The cost of gold braid for decoration of 

and uniform. 

□ Deductible □ Nondeductible 

d. The cost of a treatise on investments by the 
taxpayer who has an investment portfolio. 

□ Deductible □ Nondeductible 

e. An unpaid pledge to an educational instituticm 

in the United States. 

□ Deductible □ Nondeductible 

f. Interest paid on money borrowed to purchase a 
diamond ring. 
Q Deductible □ Nondeductible 



Continuing Problem 

« 

Part 3— Deductions 

A. Following are expenses of John A. and Betty 
Mankat, whose joint return you sUrted preparing ear- 
lier. Determfnc the amounts allowable as Itemized De- 
ductions and enter the appropriate information on 
ScMule A, (Form 1040); then carry forward the totil 
to line 44. * 

Interest: 

Ist National iiank 4|;00- 

Department Stores '-""^ 

Contributions: . 

St. Anthony's Church. Oxon HiII. Md j^O.OO 

United Givers Fund. Washington. D.C 100.00 

USAF Base Chape! (Germany) 40.00 

Frantfurt Children Orphanage 50.0U 

Daughter Ann's Parochial School fees 200.0U 

Taxes: 

"Purchase tax" (sales tax) levied on the retailer 
by foreign country, included in purchase price > 42.0U 

Dof license 

Maryland sales tax 155.00 

Maryland gasoline tax ^i w 

Maryland income tax 3UU.UU 

Othefl 

Alimony * ^00.00 

Insignia for uniform <innn 

Dependent care expense for Ann (qualifying) . . 32U.UU 

Casualty: 

Auto accident: cost of car ^^SxSSS 

FMV^ before accident - • • • ^»SXS*Sa 

FMV after accident 900.00 

Received from insurance company 3uu.w 

Lieutenant Mankat's mother, Mary Mankat. is 67 
years of age and lives in rented quarters in Dallas. 
Lieutenant Mtfnkat contributed $500.00 to her support 
during the year. She received $800.00 from other, non- 
taxable. Sources. She worked part-time and earned 
^595.00. This constituted her entire support for 1975. 
She did not spend any of her savings during the year. 
She remarried on 23 December 1975 and has chosen to 
file' a joint return with her n^w husband for that year. 
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Chapter 6. Rental Income and Depreciation 



Objectives 

(1) To familiarize participants with rental income 
and how it is handled for tax purposes, 

(a") Rental income 
(b) Rental expenses 

(2) To familiarize participant* with the three princi- 
pal methods of computing depreciaton. 

Rental incQme 

„ income specifically includes mcome from rents. 

"Rent** is generally the m^oney or consideration received 
•tor the occupancy of real estate or use of pcnonal 
property. 



When Reported 

Rental income may be reported on the cash or ac- 
crual basis, but rent received in advance must be in- 
cluded in income i n t he year r eceived regardless nf thi 



Repairs* ^ 

Expenditures for keeping the wntai property in an 
ordinarily efficient operating or ^usable condition arc 
considered a repair expense. Any expenditure which 
appreciably adds to the .value, utility, or useful life of 
the property is a capital expenditure and not a. repair 
expense. 

Other Expenses 

i 

Other expenses include such items as advertising, jan- 
itor and maid service, water, fuel, fire and liability in- 
surance, taxes and interest. Insurance premiums paid in 
advance are deductible over the period the insurance is 
in effect. A worthless debt from unpaid rent is not 
deductible unless the unpaid amount was included in 
income. 



accounting method used. In addition, the amount of 
advance rent may Qot be reduced by expected expenses. 

Example: Taxpayer enters into a ten-^ear lease to 
rent his property for an annual rental of $5,000. In the 
fint year, in addition to $5,000 for that year's rent, he 
also receives $5,000 in advace for the last year of the 
lease Taxpayer must report $10,000 m mcoQie without 
reduction for anticipated' expenses or losses m the first 
year. 

Security deposits received for the lessee's performance 
under the lease are not usually included in income when 
received. Howeverrthey are included as income when 
and to the extent appropriated by the lessor because of 
a default by the lessee. If an amount designated as a 
security deposit, is to be applied as payment of rent for 
the last year of the lease, it is advance rent and must be 
reported when receive^.* 

Amounts received by a landlord from a tenant for 
cancellation of a lease ^re income in the year received. 
Any expenses of the landlord paid by the tenant must 
also be included in the landlord's income since, in effect, ' 
the tenant is paying additional rent. 

Improvements by a tenant to leased property, gener- 
ally are not income to the landlord either wh^n made 
or when the lease ends. Gain or loss is recognized only 
when the property is disposed of. But, when a tenant 
makes an improvement instead of paying rent, the fair 
market value of the improvement is income to the land- 
lord when the improvement is made. When the fair 
market value of these improvements are included in 
gross mcome as rent, an adjustment to the basis of the 
property may be made. 



Rental Expenses 

The expenses deductible from gross rents are divided 
into three broad groups: (1) depreciation, (2) repairs, 
and (3) other expenses. 



Part Business-Part Personal 

If a taxpayer rents his residence to a ten ant, the 
depreciation, ^repairs and othdr expenseT~incurrcd in 
connection with such prQperty are deductible in full. 
However, if only part of the residence is rented out, the 
expenses must be allocated. 

Example - A taxpayer owns an eight room house, and 
rents two rooms to college students. In determining the 
amount of expenses attributable to the rental portion, 
the house is considered 14 rented. The following ex- 
penditures would be prorated as' shSwn: 

heductihU 
Allocatiom 
Total Txco Hoom$ 

S400 X 1/4 . . $100 

• Repairs .. . 200 x Va 50 

7^" 600 X 1/4 150 

interest 300 X 1/4 75 

Depreciation 500 x 1/4 125 

Upon converting rental property into his personal 
residence, the owner will be deprived of deductions for 
depreciation, upkeep, and other business-type expenses 
such as insurance. Mortgage interest and real estate 
taxes will continue to be deductible, but only as an 
itemized deduction from adjusted gross incame. 

The conversion of the property to a personal resi- 
dence will not be a "disposition" for the purposes of the 
depreciation recapture rules. The recapture will occur 
when the property is sold or otherwise disposed of in a 
transaction in which gain is recognitcd. 

A taxpayer who rents to a friend or relative without 
the objective of making a profit may deduct certain 
Items such as interest and state and local property 
taxes. These are deductible whether or not profit is the 
objective. The taxpayer may also deduct certaih items 
that would normally be deductible only if the rental 
activity \vere engaged in- for profit, These deductions 
are limited to the extent that gross income from the 
rental exceeds deductions allowed whether or not the 
rental is engaged in for profit. TJie deductions must be 
taken in the following order: 
( I ) interest and taxes; 



(2) operating expenses, except those in item (3) (to 
the extent of Income); 

(3) depreciation and other basis adjustment items. 
Where property is held primarily for personal use, 

but is occasionally rented, such as a vacation home, the 
expenses are deductible only to the extent of any rental 
income received. 

Depreciation 

In this section, depreciation will be defined and its 
puq)Ose discussed along with an explanation of the 
methods available to the taxpayer for computing depre- 
ciation. 

Depreciation Defined ' ^ 

In general, depreciation of an asset, chie to Sifch 
causes as wear and tear, or normal obscftescence, is a . 
means of spreading the cost or other basis of an asset to 
the pfcriod of time over which it is estimated that a 
l>enefit wjll be derived from the ownership of such asset.; 

Conditions Necessary to . t 
Allowance of Depreciation 

There are three basic conditions which must exist 
before an allowance for depreciation may be taken: 

(1) There must be a depreciable interest in property. 
That is. the taxpayer must be the owner of the property. 

(2) The property must be used in the taxpayer's 
trade or business, or held for the production of income. 

(3) The property must have a limited and determi- 
nable life because the investment to be recovered by 
depreciation allowances must be charged off over the 
useful life of the property. If an asset would last indefi- 
nitely there would be no depredation allowance. Basi- 
cally, this is the reason why land is not depreciable. , 

When Depreciation is Allowed 

Depreciation begins when^he asset is placed in serv- 
ice and ends when it is retired from service. A propor- 
tonate part of one year* s depreciation is allowable for 
the part of the first and last year during which the 
assfct is jn service. For example, if a taxpayer using the 
calendar year purchases an asset and places it in service 
on July 1 , he is entitled to six months' depreciation for 
the year. r . 

A taxpayer should claim the proper depreciation 
deduction for, each tax year. If a taxpayer failed to 
deduct, reasonable depreciation sustained in prior years, 
ht may. not deduct the unclaimed depreciation in the 
current or afty later tax year. 

Property Subject to Depreciation 

In general, the property subjfect to depreciation may 
bd'cUMifled into two categories: (1) tangible property 
and (2) Intangible property. 

(1) Tangible prope;ty consisU of real property and 
personal property. Some examples of such property are: 
(a) Buildings used for buiineis purposes or held 
for rent. 



(b) Furniture, fixtures, and machinery used for 
business or rental purposes. ^ 

(2) Some examples of intangible propeny arc: 

(a) Patents, copyrights, licenses and franchises. 
- (b) Contracts which have a definite life. 

Basis for Computing Depreciation 

In general, the basis for computing depreciation is the 
same as the basis -used to determine gain if an asset is 
sQld. This means that basis is dependent upon the nian- 
ner in which an asset is acquired. If an asset is acquired 
by an outright purchase, the basis is cost. If an asset is 
acquired by an exchange with no cash paid or received, 
the basis is the same as the basis of the asset given up in 
the exchange. If the asset is acquired by^gift, the basis 
shall be the same as it would be in the hands of the 
donor. If the asset is acquired by inheritance, the basis 
IS the fair market value at decedent's death or later 
alternative date, if elected. 

Example: If a taxpayer exchanges rental property 
having an adjusted basis of $20,000 for another rental 
property having a fair market value of $35,000, his basis 
in the property acquired is the same as the property 
given up, or $20,000. 

The term "adjusted basis" may be defined as the cost 
of the property plus improvements less depreciation 
deducted or deductible, whichever is greater. 

In the case of property acquired for personal use 
such as a residence or automobile, and subsequently 
converted to business use, the* basis of the property is its 
cost or fair market value, whichever is lower, at the 
time of conversion. 

If an asset* is used for- both business and personal 
purposes, only that part of the depreciation which is 
properly allocable to business may be deducted. 

Allocation of Purchase Price Between Land 
and-^ Building 

If a taxpayer purchases improved realestate, the pur- 
chase price must be allocated between land (nondepre- 
ciable property) and the building. 

Example: Taxpayer purchases an apartment building 
and land for $30,000. Fair market value of the entire 
property is $30,000, and the fair rharket value of the 
buildmg IS $20,000. The total price ishould be allocated 
$20,000 to the building and $10,000 to the land. 

Accounting for Depreciable Property 

Depreciable property may be accounted for by treat- 
ing each individual item as an account, or by combining 
two or more assets in a single account. Assets iimilar in 
kind with approximately the same useful lives may be 
grouped together or assets may be tegregated according 
to use. 

Determination of Uieful Life or Rate 

The useful life of a depreciable asset is the period 
over which the asset may reasonably be expected to be 
useful to the taxpayer in his trade or business or in the 
production of his income. The useful life ii dependent 
upon the age and condition of the asset when acquired, 
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'If the taxpayer doe, not have adequate experience in Me E7v1e "°U„l?'fhT,""'l^'°'l''' 

' Salvage Value Twice the straight Line Rate 

nf^.t K °^ approximate This maximum rate may be used on property having 
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mu JlldS 'f ^ 1'^'.""°° ^ r ^^"^ "'^ P^°P"'y ">"^' the taxpayer Sev^ al 

Tn ^Je h^s o r °' '"^i '° P^°P*"y depreciated a 
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1 snirrtefui^ir^^^^^^ ^-''""^^^ r^' ^^^^^"^ °^ 

"cqTiS sataeeiJ^v t h.1h h """^ " P^P"'^ "^"""^ f^^"* rental of residential 

- ^ir i-r 

M.*i,»^<^ „f . . Taxpayer purchased a new saw for his 

Methods of Computing Depreciation business two years ago. Cost of the saw was $4 000 and 

In computing depreciation any reasonable method I'T^"'^."''^"' '° "'^ ^'^^'8*" 

which is consistenay^pplied brthe'Say ZX i?.?.t""^To?. tr/S'""' 

"^^d- However, the th.ee methods which ar J commonly £ "e s^:^ , J £^£lS^l^^ZlT^'''^'^T^ 

used are: (1) the straight-line. (2) the declining S'mputid L follow?" ' 
balance, and (3) the sum-of-the-years-digits. 

Any change in the method of computing the depre- AHou-aM* 

ciation allowances with respect to a particular account is , v«r tA ^T"."""""' 

a change in method ot accounting, and such a change TO ^1 i [ ($4.O0O.$8OO) S'So toes 20^" llTo 

will be permitted only with the consent of the CommL Next lur . . ($3:206.$64O) $2,560 times 20% $5?2 etc 
sioner, except that certain changes to the straight line 

method of depreciation wUl be permitted without con- One and One-half Times the Straight Line Rate 

. , This rate may be applied to used tangible personal 

.Straight-line Mithod property (or new property acquired before January 1. 

The straight-fme method of computine deoreciation » "seful life of 3 years or more, used real 
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Oni and One-fourth Times thi Straight Line Rate 

Cost of machine 52 800 ' ' 

-Fttfm.t^rf .',„.„ „, This is the rate that can be used on used residential 

Sir K • " remal property acquired after July 24, 1 969. and "having 

Depreciable b«is ^ a useful life of 20 years or more that meets the 80% 

Annual Depreciation ($2,680 x 33^%) $ 893 gross rental test explained above. 

: Example: Taxpayer purchased a used apartment 

Dicllning Balance Method , building at the beginning of 1974 for $100,000. The 

Under the declining balance method there are th«/ f^"^^ ""^"! '.'^'^ °^ '^e building is 25 years. 9^3% of 
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and one-quaner the straight line rate. The depreciation the straight line rate, the declining balance rate would 
IS cornputed by subtracting from the basis each year the be 5%. Depreciation for 1974 would b $5 000 (5% of 

fate imr.h ".^ '?">'^P'yi°8 ^ Sm,Om. for 1975 deprecation would be $4 750 (5% 

rate times the constanUy declming balance. Salvage of $95,000). u/c 
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Sum-oMhe-Years*Digit$ Method 

This method is allowed only oa property which meets 
the requirements ft)r twice the st/aight line r^te ex- 
plained under the declining balance method. 

The depreciation is computed by applying a different 
fraction each year to the basis of the property less its 
salvage value. The denominator of the fraction is the 
total of the numbers representing the years of useful life 
of the property. Thus, if the useful life is five years, the 
denominator is 15 (1+ 2 -f 3 4 + 5 = 15). 

The numerator of the fraction is the number of years 
of remaining life at the beginning of the year for which 
the computation's made. Thus, if the useful life is five 
years, the fraction to be applied to the cost minus 
salvage to figure depreciation for the first year is 5/15. 
The fractions for the remaining years would be 4/15, 
3/15, 2/15, and finally 1/15. 

Example: On January 2, 1971, taxpayer purchased an 
asset for $3,400 having an estimated useful life of five 
years. The estimated salvage value is $400. The annual 
depreciation allowance would be: 



Coi^l or other 

hfiHix k'<>* salvage Fraction 

Wl-rrrrr: "^h - 

1972, S3. 000 ^i:, 

1973 S3.OO0 ' . -S.-i 

1974 '$3,000 

1975 $3,000 ^Ir, 



Additional First-Year Depriciation 



Depreciation 
Alloicahle 

800 
600 
400 
200 



Election 

To use the additional first-year depreciation allowance 
the taxpayer has to make an election. He makes this 
election qn a timely filed return showing the additional 
first-year depreciation on a separate line for each asset 
selected for such additional write-off. 

For more detailed injormation concerning deprecia- 
tion methods see Chapter 20 in Publication 17. 

Quiz for Ohapter 6 
Continuing Problem 
Part 4 • 
A. Rental Income 

From the following information, prepare a 
SCHEDULE E 

Rental inconje: House (wood and brick) located at 
1012 Main St., Dallas, Texas. 

Amount of rent: $200.00 per month for 12 months 
of 1975. 

Information for depreciation: 
The house and lot were purchased 12 December 
1967 for $22,800.00; of which $20,000.00 was the 
cost of the~hcuscr^tieutenant-Mfinkat~livcd-iiv-thc- 



A taxpayer, except a trust, can elect to claim an 
initial deduction equal to 20% of the investment in 
qualifying property in addition to the ordinary first-year 
depreciation deduction. This 20% applies only to 
Si 0.000 of investment on a single or separate return 
and to $20,000 on a joint return. The full cost or a. , 
fractional part of the cost of .an item may be selected 
for the additional depreciation deduction, but only up to 
an aggregate cost of $10,000 ($20,000 on joint return). 
The limit applies to each taxpayer, not Jo each business 
in which he has an interest. 

Salvage value is not considered in computing the 
20%. However, in computing normal depreciation, the 
basis must be reduced by both the additional first^ear 
allowance and Salvage value (if salvage value is a factor 
in the method of depreciation used). 

Example: On January 2', a taxpayer, who uses 
straight-line depreciation, paid $10,000 for a machine 
with a useful life of ten years. Salvage value was esti- 
mated to be $1,500. The initial first-year allowance is 
$2,000 (20% of $10,000). This reduces the basis for 
normal depreciation to $6,500. Normal depreciation for 
the f.rst year is $650 (10% of $6,500). The total allow- 
ance for the year is $2,650. 

The additional first-year allowance is allowed in full, 
regardless of when during the year the property is 
acquired or the depreciation method used. 

Qualifying Property 

To qualify for the additional ftrst-year depreciation 
the property must be tangible personal property and 
must have a useful life of at least six years when 
acquired. The property may be new or used. 



^ 

house until 28 December 1972. The tenant moved 
in on I January 1973. Fair market value of the 
house on 28 December 1972 was $25,200.00. 
Assume: (1) No salvage value to be considered. 

(2) The house was rented unfurnished. 
Method of depreciation: Straight line 
Estimated useful life: 40 years 

Other expenses. Interest on Mortgage .. $500.00 

Real estate taxes 400.00 

Insurance 50.00 

. • Realtor fee 120.00 

Problem Completion 
Complete the income tax return of John A. and Betty 
Mankat begun earlier. Compute income tax and balance 
of tax "due or overpayment. Additional informatfon 
needed : 

Home address: 22 Greenhlll Ave., Oxon Hill, Maryland 
20021, Prince George's County 
Lieutenant and Mrs. Mankat have onev^hild, Ann, age 
12, who lives with them, and whose exemption they are 
entitled to claim. 

Income tax withheld from Lieutenant Mankat's salary 

by U.S. Air Force: $1,246.40. 
Income tax withheld from Mrs. Mankafs salary by U.S. 

Air Force: $735.60. 

Fill in all appropriate spaces on Form 1040, supplying 
all missing information as necessary. 

C. Amended Retum 

Suppose on 15 May 1976 Lieutenant Mankat realizes 
he forgot to claim a' $400 interest payment made to the 
National Bank of Dayton:^ Ohio on his original return. 
Prepare a Form 1040X correcting the originj^l filing. 
(The 1040X can be used to correct any errors, omission 
of income, and unclaimed deductions such^ itemized 
deductions. This form is designed to expedite the proc- 
essing of the claim.) 
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Chapter 7. Aliens 

Introduction 

• This chapter discusses the two types of aliens, i.e., 
rtsident and nonresident. Filing requirements of resident 
aliens (foreign nationals who are residents of the U.S.) 
are briefly discussed. Special emphasis is pbced on 
soldiers married to nonresident aliens (foreign nationals 
not living in U.S.). 

Objectives 

Participants should be able to explain the following 
concepts: 

(1) The different status of aliens, i.e., resident and 
nonresident. 

(2) The unusual tax principles applicable to situa- 
tions where U.S. citizens are married to nonresident 
aliens. 

(3) The application of community property law to 
the above situation. 

Applicable form for this chapter: 
Form No. 



Discussion of dual-status taxpayers (taxpayers who 
are nonresident aliens and resident aliens for part of 
the tax year) is not included in this course; hovyever, 
Internal Revenue Service Publication 519 thoroughly 
covers the tax problems in this area. A dual-status tax- 
payer is required to file a Form lt)40. 

Alien Members on Active Duty 

Alien members on active duty are treated, for mili- 
tary administrative purposes, as resident aliens, and in- 
come tax IS withheld on the same basis as that of 
citizens of the United States on active dut\. This does 
not mean that at the end of a taxable year an alien is 
precluded from proving to the District Director of In- 
ternal Revenue that he was in fact, during the year, a 
nonresident, alien. A resident alien or citizen of the 
United States is liable for tax on income sourced both 
within and without the U.S.A.; and files a Form 
\040 return. A nonresident alien, however, is liable only 
with respect to income sourced withirtthe United States. 
The source o f compensation f or sjiyicjcs^rjujdeiiadjCi^ 



alien income tax return ^ military ta^fle pay) is the place where the services are 



with the IR Service Center, 11601 Roosevelt Blvd., 
Phila., Pa. 19155. 

Returns Filed by Aliens 

For income tax purposes, aliens are divided into two 
classes: 

(1) resident aliens; and 

(2) nonresident aliens. 

Resident Aliens 

A resident alien is an alien who is actually present or 
residing in the United States and is not merely a tran- 
sient ui iujourner. For income tax purposes, an alien 
whose stay in the United States is limited to a definite 
period by immigration la^ is generally held not to be 
resident alien. However, a rebuttable presumption .of 
residence arises if an alien has resided in the U.S. for 
as much as one year. • . 

The stfme provisions for ffling returns apply to resi- 
dent aliens that apply to citizens of the United .States. 

Nonresident Aliens 

A nonresident alien is an alien individual whose resi- 
dence is not within the United States and who is not a 
citizen of the United States. He is liable for tax only on 
income from sources in the United States, and he files a 
Form 1040NR on or before 15 June following the end 
of the calendar year. Why it is important for tax pur- 
poses to determine the residency status of an alien is 
now obvious. A resident alien is taxed on all of his 
income, wherever the source may be, bui a nonresident 
alien is liable only fqc his U.S. sourced income. 

For detailed information concerning the tax problems 
of an alien an excellent publication is prepared by the 
Internal Revenue Service. (Publication 519, US. Tax 
Guide for Aliens.) 



performed. A nonresident alien who has performed 
services in the United States during fhe tax year files an 
annual tax return on Form 1040NR, regardless of the* 
amount of his U.S. sourced income. 

Enh'stees 

As a general rule most alien enlisted personnel in the 
Armed Forces would likely qualify as residen] aliens for 
tax purposes. This would almost certainly bo true of the 
alien who has lived in the United States for a number of 
years before enlistment. In time of peace the pertinent 
enlistment requirements of the Armed Service stipulate 
that no person ma> be accepted for enlistment unices he 
IS a citizen or has been lawfully admitted to the United 
States for permanent residence unjJer the applicable im- 
migration laws. These two characteristics, r.e., voluntary 
enlistment in the Armed Forces and admittance for 
pernianent residence, in most cases, are CQough to class- 
*ify an alien enlistee as a resident afien. Aliens who are 
present in the United States merely because of military 
assignment and who have a genuine residence outside of 
the United States are nonresident aliens. A preponder- 
ance of Filipino enlisted personnel in the Navy are not 
immigrants and they do not intend to become citizens. 

Military Personnel Married To Aliens 
General Rules 

It is most important to remember one rule, ... a 
ioint return may not be filed if either spouse was a 
nonresident alien during any part of the tax year. 

Therefore, soldiers married to nonresident alien wives 
may not file a joint return. 

The nonresident alien spouse need not file a Federal 
income tax return reporting her income from sources 
without the United States during the period that she 
remains a nonresident alien. 
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The U.S. citizen: . 

(1) May claim an exemption for his wife if she has 
no U.S. sourced income. 

(2) Is limited to a Sl,300 maximum percentage 
standard deduction for 1975. 

(3) Is limited to a low income allowance of $950 for 
1975. 

(4) Under certain conditions, may claim head of 
household status by virtue of maintaining a household 
for a relative (not his spouse). - 

Servicemen Domiciled in 
Community Property States 

(Arizona. California, Idaho. Louisiana, Nevada, New 
Mexico, Texas, and Washington) 

If the husband is domiciled in a community property 
State, serving in a military capacity abroad, and married 
to a nonresident alien jyife, half of his earnings belong 
to her and half of his withholding tax is attributable to 
such earnings. Conversely, if the wife has income, half 
of her income belongs to him. This is not the case, 
' however, where the husband elects to have foreign com- 
munity income treated specially. To do so he must file 
— the-^£4e€^otv-for-^Ff^mcnt-of-4 nc o me Suhje ct^ to Com- 
munity Pr9perty Laws/' Under this election community 
property Income will be genrally treated as belonging 
to the spouse earning it. In this connection ownership of 
such income is determined in accordance with the com- 
munity property laws of the foreign domicile. The half 
of the husband's earnings belonging to the wife is not 
subject tp tax, because a nonresident alien does not have 
to pay tax on income from sources without the United 
States; and as previously stated, the source of niilitary 
pay is the place where the services are performed.. Such . 
a marital situation results in a tremendous tax savings. 

Example: If a serviceman domiciled in Arizona is on 
duty 'in England and marries a British citizen, one-half 
of his pay thereafter is considered to be his wife's 
income, and since his pay is for services perfornied in 
England it is considered to be from a source outside of 
thc*United States. While his wife remains a nonresident 
alien she is not required to report her half of his pay or 
any of her own income earned outside the U.S.A. for < 
pedoral income tax purposes. 

The husband would file a Form 1040 to report all his 
pay before marriage and one-half of his pay thereafter, 
^nd half of her pay thereafter. He may take credit for 
all taxes withheld before marriage and one-half of those 
withheld after 4narnage. He may claim a foreign tax 
credit on the taxes paid to the foreign government on 
the wife's foreign earnings reported by the husband. 

In addition, he may follow the three general rules 
outlined above. 

She would file a Form 1040NR showing no income 
and claim refund for one-half of the taxes withheld 
after marriage. 

What constitutes U.S. sourced income to a nonresi- 
dent alien spouse of a serviceman domiciled in a com- 
munity property state is interesting but complicated. 
Generally, all interest and dividend income received by 
a nonresident alie» individual from the United States or 
certain domestic and foreign corporations during his^tax 
year constitutes gross income from U.S. sources: How- 
ever, there are exceptions to this general rule whereby 



interest from certain banking institutions, as well as 
dividends from certain corporations, are not considerd 
as income from U.S. sources. (See Publication 519, U.S. 
Tax Guide for Aliens.) This is true, even if the stock is 
maintained in the husband's name. 

Dividend income from stocks purchased by the 
husband before the marriage is not conimunity property 
in most instances. However, if ownership was changed 
to joint ownership, it would be community property 
income. In those cases, one-half of the dividends would ^ 
belong to the wife. 

If the nonresident alien wife has realized U.S. 
sourced income as the result of applying these commu- 
nity property pnnciples, the income is to be reported on 
Form 1040NR and taxed at a rate of 30% (or lower 
Treaty rate), but only if the items of income are not 
effectively connected with the conduct of a trade or 
business in the U.S. 

Married couples claiming the benefits described in 
this section should be certain that the wife has the status 
of a nonresident alien and that the husband is domiciled 
in a comrpunity property State. 

As to the former, if the wife has been to the United 
States, has ever applied for United States dtizenship, or 
has a re-e nt ry permit, there is a possibility that sh e is a 



resident IlTenTiving abroad and subject to laXTrSIher 
thap a nonresident alien. 

For example, Sgt. Jones marries a nonresident alien 
wjiile he is^ stationed in England. After serving his tour 
of duty there, he and his wife return to the United 
States on military orders for a further tour of duty. At 
this point she will generally be considered a resident 
alien and a subsequent tour of duty outside the United 
States would not change her residency status. 

The questiQn of domicile is extremely complex and 
important and warrants a spmewhat more detailed 
discussion. 

What Gonstitutes Domicile for * 
Community Property Purposes 

The*words residence and domicile are often confused; 
a person may have several residences but only one 
domicile. Any temporary place of abode may be a resi- 
dence, but a domicile is a place of abode fixed and 
permanent, or at least, of indefinite duration, Time 
alone does not make the distinction, for a tentporary 
residence may extend over years, while a domicile may 
be established by the first moment of occupancy, The 
question of domicile is a mixed question of law and 
fact; the question being largely one of intention to re- 
main for an indefinite time. The domicile of the wife is 
generally that of her husband so that for the application 
of the community property doctrines she does not have 
to reside io the community property state. The intention 
of the taxayer may be determined from actions and 
declarations. A taxpayer's conduct, inconsistent with 
vague expressions of intentions, is more persuasive than 
words. If a taxpayer has left an established domicile, 
there must be a persisting intention to return, or bis 
domicile will be considered as changed. Where there is 
doubt on the question of domicile, the domicile of ori- 
gin may revert. 

The following are a few court decisions worthy of 
note on this subject: 
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(1) Temporary residence, even if of long duration, 
merely to transact business or engage in employment is 
not sufficient far the. acquisition or change of domicile. 
Henry A. Huchins, 8 T.C.M. 809 (1949) 

(2) It is essential that the intention to establish a 
domicile of choice relates to the present and not to the 
future. Richard M. Gooding, 270 F.2d 765 (D.C. Cir 
1957) ^ V. . 

An infinite variety of factual criteria have been used 
by the courts in determining domicile. Some of these 
cases are enumerated below: 

(1) Original residence, home, business interests, chil- 
dren's school, clubs, attendance, bank accounts, charge 
accounts and ration books in St. Louis prevailed over 
business quarters home registry for draft, clubs and 
membership in business organizations m California. 
Francis E. Fowler. Jr.. 4 T.C.M. 520 (1945) 

(2) Residence for 8 months, employment for 8 
months and oral testimony of intention to remain in 
Texas was insufficient against no home, absence of vot- 
ing, no taxes paid or investments made,^ parents m 
Indiana, single income tax return, and no return to 
Texas thereafter Paul Grafe. 5 T.C.M. S\ (1946) 

(3) Birth, original house, voting, poll tax pa\ment. 
._ registry f or _drafL_ ha nk acc ount, stock hrnWrm op .^r, 

count, marriage, and central branch of father's export 
business in Te\as prevailed over the conduct of domes- 
tic business, auto license, country club membership, 
and continued residence in North' Carolina with wife' 
Pietro Crespi, 44 BTA 670 (1941) 
J4) Mere absence from abode, however long, with- 
out intent to change domicile, does not effect a change 
of domicile. Sampson v. U.S", 63 F. Supp. 624 
(D.C.N.D. Cal. 1945) 

(5) Residence for 9 months while building a ship- 
yard, visits from family after school and letters indicat- 
ing the possibility of permanent abode in Texas were 
insufficient against failure to establish a house, his de- 
parture on completing of the joK and his living out of u 
suitcase while in Te\as. George C. Westervelt, 8 TC 
1248 (1947) 

(6) The time of change of domicile was found to be 
the date that certain financial arrangements for a reorg- 
anized corporation were concluded, it having been the 
taxpayer's intention to change his domicile to California 
when the arrangement^ were concluded. Northrop v 
Comm., 49«2 U.S.T.C. 9406 (CA 9th, 1949) 

(7) Original domicile, renting of home, poll tax pay- 
ment, voting, safe deposit box, visits to church, mem- 
bership, ownership of real estate, interest in a printing 
partnership in Texas and residence m Michigan in ho- 
tels or furnished apartments prevailed over an originally 
brief period ot employment in Michigan which, during 
the taxable period involved, had been extended to five 
years. Eddy R. McDuff, 3 T.C.M. 882 (1944) 

(8) A domicile once acquired is presumed to con- 
tinue until it is shown to be changed. Mitchell v U S 
88 U.S. 350 (1874) 

(9) However, residence elsewhere rebuts the pre- . 
sumption, and casts upon him who denies it to be a 
domicile of choice, the burden of disprovingaU-Enrtis v 
Smith. 55 U.S. 400 (1852) 

(10) Residence in fact, coupled with the purpose to 
make the place of residence one's home, are the essen- 



tial elements of domicile. Supreme Court Decision in 
Texas v. Florida. 306 U.S. 398 (1939) 

The Supreme Court Decision noted in 10 above tfie 
most important decision to date in the attempt to define 
domicile. 

Two examples of militarv situations connected with 
community property laws are illustrated as follows: 

(1) The fact that a voung man born and raised in 
Maryland spends hb young adult life roaming through 
the United States, working at odd .jobs until he arrives 
in San Francisco, California, where he immediately 
joins the Navy and ships out to foreign parts would not, 
in Itself, qualify him for the community property rights 
of California; 

(2) A serviceman born and raised in a community 
property State joins the military as a career man. He 
marries a nonresident alien from a country which is not 
a community property country. Upon retirement from 
the military he decides to remain in the foreign country, 
raise his family, establish a permanent home there, and 
devote the remainder of his days to living in such coun- 
try For tax purposes he has abandoned his domicile in 
a community property Slate by shifting his doimcile to a 
new place Therefore, he would not be entitled to any 

- spill in c ome provisio n s - o f ■commum^Feperiy-4aw^ 



If the taxpayer is domiciled in a community property 
Mate and marries a nonresident ahen. the tax savings is 
substantial However, the question of domicile, as can 
be seen from this brief study, must be decided by not 
only the taxpayers words but also his actions. , 

Information To Be Filed With Returns 

When a United Stales citizen, domiciled in a commu- 
nit> property State, is married to a nonresident alien"^* 
wife and they \Msh to file Forms 1040 and I040NR 
respectively, the returns of both husband and wife 
should contain a similar statement setting forth names 
and addres^es'of both spouses, employers, periods of. 
employment in foreign countries, wages earned by both * 
spouses during such periods, total wages from employ- 
ment within the United States, details of income tax , 
withheld, the date of marriage, the place where the 
husband filed his income tax returns, the deductions that 
the husband has taken, facts concerning his domicile in 
a community property State, and facts relating to the 
wife being a nonresident alien. 

Summary 

Returns Filed by Aliens 
Resident Alien 

(1) When stay exceeds one year — rebuttable pre- 
sumption arises that taxpayer is a resident alien 

(2) Taxable on income from all sources 

(3) Files Form 1040 

(4) If both spouses are residents or U.S. citizens for 
entire year they can file a joint return. 

Nonresident Allen 

(1) One who is neither U.S. citizen nor resident of 
U.S.A. 

(2) Taxable on U.S. sourced income only, 
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(3) Files 1040NR. 

(4) May not file joint return. 

Alien Members on Active Duty 

Enlistees are usually considered resident aliens. 

Military Personnel Married to Aliens 

(1) Married to resident alien — Treat like U.S. citi- 
' zcns (joint return, etc. if alien spouse resident for entire 

y^ar). 

(2) Married to nonresident alien — (Very important) 

(a) Hcjles 1040 return. 

(b) May claim wife's exemption only if she has no 
U.S. sourced income and is not the dependent of 
another. 

(c) Is limited to a $1,300 percentage standard 
deduction or $950 low income allowance for 1975. 

(d) May check Unmarried Head of Household 
status on return if he maintains a household for a de- 
pendent (not his spouse because she is an exemption 
but never a dependent). 

(e) The wife need not file a return provided she 
has no U.S. sourced income. If she does, she ,will likely 

~~inc~a~ 104UNR and her fiiisb"and-is^recluded from 
claiming her exemption. 

(3) Husband Domiciled in Community Property 
State — Married to Nonresident Alien — (Very impor- 
tant). ^ 

\ (a) He files 1040. 

(b) Reports all his salary before marriage and half 
his salary after marriage, plus half of her earnings after 
marriage. 

(c) Reports all his withholding before marriage 
and one half his withholding after marriage. 

(d) May claim a foreign tax credit if taxes paid to 
foreign government on half of wife's earnings feported 
on his return. 

(e) Reports all income from assets acquired before 
marriage whether such income is earned before or after 
marriagt. 

(f) Reports one half income from assets acquired 
after marriage. 

(g) May claim Nvife's exemption if she has no U.S. 
sourced income other than interest from true bank ac- 
count. However, one half of the dividend income or 
capital gain on assets acquired after marriage even 
thpugh in husband's name would be her U.S. sourced 
income; therefore no exemption for the wife. 

(h) Limited to a Jl,300 percentage standard de- 
duction or $950 low income allowance for 1975. 

(i) He may check Unmarried Head. of Household 
on return and claim such status if he maintains house- 
hold for a dependent (not his spouse). 

(j) Nonresident alien wife files a Form 1040NR if 
she has U.S. sourced income. 

(k) If the spouses are living outside the U.S.A. the 
wife's share of the husbands* salary is sourced outside 
the U.S. and therefore not reportable by her (source of 
salary is where it is earned) . 
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(1) She would report one half of the withholding 
on her husband's pay and claim refund of such amount 

Notes: 

(1) Both taxpayers must submit statements establish- 
ing domiciles, residence status of wife, where the in- 
come is earned, etc. 

(2) If wife has U.S. sourced income through com- 
munity property law she must report it on 1040NR 
(i.e., dividends, interest, etc.). 



Quiz for Chapter 7 
Question-Answer Quiz 

1. The' following questions are asked by a Navy 
officer, a resident of New York, who is on duty 
in Japan. His taxable income for the taxable 
year is $7,500. His wife, to whom he has been 
married for three years, is Japanese and has 
never visited the United States. She earned $1,500 
from employment in Tokyo, Japan during the 

— -tajKtble-^ear ^ 

a. Is he required to file a U.S. income tax return? 

b. Is his wife required to'file a U.S. income tax 
return? 

c. If they had returned to Yonkers, N.Y., and 
became residents of that city on 1 Nqyember of 
the taxable year, how should they file? Sepa- 
rately, jointly, etc.? * 

2. Capt. George Wilson, a United States citizen, dom- 
iciled in ^Jaryland, was stationed in Tokyo, Japan. 
On 12 Feb., he married a nonresident alien and he 
and his wife remained in Japan for the remainder 
of the year. Hjs income was $8,900.00. His wife 

- had a $3,000.00 salary earned in a Tokyo beauty 
shop. She was not.the dependent of another and 
had no U.S. sourced income. The couple had no 
children or dependents. 

a. What return would Capt. Wilson file? 

b. Could he and his wife file a joint return? 

c. What tax table would Capt. Wilson compute his 
tax under? 

d. How many exemptions would he claim? 

e. Would Mrs. Wilson file a federal income tax 
return, and, if so, which form? 

3. Sgt. Smith, from California, marries Miss Kim on 
1 June. From 1 January to 31 May, Sgt. Smith 
earned $3,000. From 1 June to 31 December, 
while married. Smith earned $5,000. Miss Kim's 
earnings were $1,000 before ;narriage and $1,500 
after Sgt. Smith was in Korea the entire year. 

a. Can Sgt. Smith file a joint return with Mn. 
Smith? 

b. What income does Sgt. Smith report on Form 
1040? 

c. Does Sgt. Smith have a choice of a standard 
deduction or itemized deduction? 
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Chapter 8. Section 911 -Exclusion of Earned Income From 
Sources Without the United States 



. Income from personal services rendered abroad by 
U.S. citizens up to stipulated maximum amounts is 
exempt ifom U.S. tax. However, U S. citizens, who are 
U.S. Government Employees or members of the U.S. 
Armed Forces are not entitled to exclude compensation 
received from such government employment or from 
any of its agencies or instrumentalities. For these other 
U.S. citizens to qualify for exemption, they must meet 
either of the following circumstances: 

(1) A bona fide resident of a foreign country, who 
has been such for an uninterrupted period that includes 
an entire taxable year, is exempt from tax on the firet 
$20,000 of wages earned abroad for a full tax year. If 
an individual has been a bona fide resident of a foreign 
country for an uninterrupted period of a consecutive 
years, this individual is allowed an exclusion of $25,000 
with respect to that portion of a taxable year occurring 
after the Expiration of the three year period. 

(2) An individual wfio has been physically present in 



~5T0~fuin3ay^l[app r oxi- 



—a foreign country for at least . ^^^^ 

mately 17 months) out of 18 consecutive months" is 
exempt from tax on the first $20,000 of wages earned 
abroad for a full tax year. This limitation remains at 
$20,000 regardless of the length of time the individual 
may be physically present in a foreign oeuntry. 

These exemptions apply only to compensation re- 
ceived for personal services rendered abroad. They do 
not apply to investment income, capital gains, or com- 
pensation received for personal services rendered in the 
United States on a trip there; all such amounts are 
taxable. 

The general rules pertaining to the exemption of 
earned income, under either of the two provisions 
above, are: 

(1) Compensation for services performed outside the 
United Slates qualifies even if payment is received in the 
United States. 

(2) To compute the applicable ceiling, the compensa- 
tion received must be related to the year in which the 
services were performed, even though on the cash basis 
compensation is reportable or taxable only when re- 
ceived. 

(3) No amount received m5re than one year after 
the end'of the year in which the services were rendered 
is exempt. 

(4) Amounts paid by the United States or any 
agency thereof are not exempt; thus, the pay received 
by a member of the armed services serving abroad is 
not excludable. 

(5) Business expenses allocable to exempt earned 
income are not deductible. 

Bona Fide Residence 

A bona fide resident of a foreign country is one who 
in fact has established a residence there for art indefinite 
period. If a person goes to a foreign country to work 
for an indefinite period and sets up permanent quarters 
there for himself and his family, this person probably 



becomes a bona fide resident immediaTely upon so doing. 
Even though this person may haveirilntention to return 
to the United States at some mdefinitc time in the future, 
a person can still be a bona fide foreign resident. On the 
other hand, one who goes to a foreign country for a 
definite purpose that can be promptly accomplished is a 
transient. 

There is no all-inclusive test or definition of bona idf 
foreign residence. In considering this issue in the many 
litigated cases, the courts have given much weight to the 
purpose of the trip abroad, intended and actual length 
of stay, whether the family accompanied the individual, 
type of quarters occupied* and participation in local 
social organizations. Once bona fide residence in a for- 
eign country has been established, temporary visits to 
the United States or elsewhere on vacation or business 
trips will not interrupt the period of bona fide foreign 
residence. Abandonment of a foreign residence simulta- 
neousiy with a trip to the Uni ted States preliminary to 
~n[ransrer to anotlier foreign post may terminate a period 
of bona fide foreign residence. 

An individual will not be considered to be a bona fide 
resident of a foreign country if he (1) makes a state- 
ment to the authorities of that country that he is not a 
resident thereof, (2)" has earned income from a source 
within such country, and (3) the officials there hold 
him not subject to income tax as a resident of that 
country. 

Physical Presence Abroad 

The other means of excluding from gross income 
c'ompensation for personal services rendered abroad is 
for a U.S. citizen to be physically present in one or 
more foreign countries for at least 510 full days, ap- 
proximately 17 months, during any period of 18 consec- 
utive months. The rule is siniple but very exacting: to 
qualify, an individual must be on foreign soil for the 
requisite timp Hiq inMnn'ons of staying or returning, or 
the nature and purpose of the stay abroad are imma- 
terial. Any 18 consecutive months may be considered 
to acquire 510 qualifying full days of physical presence 
in foreign countries. 

A qualifying day means a period of 24 consecutive • 
hours beginning at midnight and ending the following 
midnight. In computing the minimum of 510 full days 
of presence in foreign countries, aU separate periods of 
such presence during the period of 18 consecutive 
months are to be totaled. If an individual travels from 
one place in a foreign country to another place in the 
same or in another foreign country over a route a 
portion of which is not within any country, and if the 
travel not within any country is less than 24 hours, the 
individual is considered within a foreign country durir^g 
the period of that travel. Any day during which a 
person travels in or over the United States or its posses- 
sions may not be counted as a day of physical presence 
in a foreign country. The 510 full days need not be 
consecutive, but may be interrupted by periods during 
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which the citizen is not present in a foreign couhtry. 
Time spent in a foreign tonntry in the employ of the 
United States Government will count toward iiofis fac- 
tion oj the 510 full-days requirement, even though 
amounts paid by such Government are not excludable. 

I 'Any period of 18 consecufive months during which 
an individual satisfies the 5J0' full days requirement, 
even though such pcnod constitutes a part of a longer 
period of presence tn a foreign countr> or countries, is 
permitted. Any penod qualifies commencing with the 
beginning of any day of a calendar month and terminat- 
ing with the close of the da> which precedes that day in 
the eighteenth succeeding calendar month numerically 
corresponding to the day of the period's beginning. If 
there is no such corresponding day, the qualifying pe- 
riod closes with the last day of the eighteenth succeed- 
ing monfli. Such period need not commence with the 
day of arrival in a foreign country nor terminate with 
the day of departure. In no event may the 510 fuUjdays 
requirement be reduced by being prorated over a period 
of fess than ^18 consecutive months. 

Because of the preciseness of the physical-presence 
rule, a careful record ui dates and times of travel, with 

, ..-appropriate documentary support, is important. ' 



First Year in a Foreign Country 

- Before a taxpayer can exclude personal service in- 
common ihe grounds that he is a 'bona fide resident of a 
foreign country for an entire taxable year, or that he 
has been physically present in a foreign country for 510 
full days out of an 1 8 month consecutive period, the 
taxable year or 18 month period must elapse. A calen- 
dar year basis taxpayer arriving in a foreign country on 
30 September 1975 must file his income tax return for 
1975 on or before 15 JUne 1976 (assuming he is outside 
the United States on 15 April 1976). However, on 15 
June 1976 he is not in the position to state that he has 
been a bona fide resident of such foreign country for an 
entire taxable year (1 January -1976 tfirmkh 31 Decem- 
ber 1976) nor that he has been phy^iv^UyMesent in a 
foreign country 510 full days out of anlTS consecuti' c 
"month period (1 October 1975 through 11 March 1977 
if the taxpayer did not leave such counJJHTjfor the full 
18 months). In such a situation, the tc^ayer can follow 
one of two procedures. 

(1) Include such personal sepCice income earned 
abroad on his 1975 Form 1040 anksubject it to Federal 
income tax. After 31 December 1^^ or 31 March 1977 

, depending on his qualifying excludable status, he would 
file a claim for refund of the tax paid on such foreign 
sourced income, and submit a completed Form 2555 
with his claim. He would be entitled to receive interest 
on his refund. A Form 1040X'or 843 may be used in 
filing the cfaim for refund. Use of the Form 1040X is 
preferred. 

(2) He should obtain an extension of time for filing 
his income tax return. He -may obtlrtn^an extension by 
applying on Form 2350 to tfie Internal Revenue Serviee 



Center, Philadelphia, Ta., or the local Revenue Service 
Representative or other Revenue Service Employee. He 
must file Form -2^WirBefore the date for filing his re- 
turn. If he files on a calendar year basis this would be 
June 15. An extension granted will be to a date after 
the time requirements are satisfied. 

If he Applies for an extension on Form 2350, he 
should not file his income tax return with that form. 
This is because taxpayers who appl> for an extension on 
Form 2350 ordinarily expect to pay no tax because they 
will qualify for exemption after they satisfy the require- 
ments of the bona fide residence jDr physical presence 
tests. If he dbtains an extension of time by use of such 
form, and because of unforeseen events he finds it im- 
possible to satisfy the requirements of the above tests, 
he should file his income tax return as soon as possible, 
because interest must be paid on an> tax due after the 
regular due date of the return (even though an exten- 
sion was granted). 

Notes: ^ 

(1) If the taxpayer will have tax to pay with his 
return (even after qualifying for the exclusion) it may 
be advisable for him to Jle by the due date of his return 
or 2 months later if he is abroad on the due date. The 



reason for this is that interest at the rate of 9 percent 
per annum is charged on the unpaid tax from the regu- 
lar due date of the return ,to the date his tax is paid. 

(2) In procedure (2) the taxpayer should attach his 
Form 2350 to his Form 1040 and submit it to the same 
internal revenue office where he sent his original Form 
^350. ^ ^ 

Personal Service Earnings Fronv 
Appropriated or Nonappropriated Funds 

The exclusion from tax does not cover compensation 
received by U.S. citizens from either appropriated or 
nonappropriated fund organizations (U.S. Armed 
Forces exchanges, commissioned and noncommissioned 
uiTicciiK messes, armed forces motion picture services, 
and otojcr organizations similarly organized and oper- 
ated under U.S. Army, Navy, or Air Force regulations) 
in connection with the rendition of personal services 
abroad for such organizations. Appropriated or nonap- 
propriated fund 6rganizations are considered as integral 
parts of the armed, forces, agencies, or instrumentalities 
of the U.S. Thus, compensation received* from such 
organizations constitutes amounts paid by the U.S. or 
any of its agencies or instrumentalities. In view of this, 
U.S. recipients of such amounts may not exclude them 
from U.S. ingome taxation. 

A detailed discussion of personal service income that 
is excludable because of a taxpayer's bona fide residence 
QT physical presence in a, foreign country has not been 
presented. Publication 54, Tax Guide for U.S. Citizens 
Abroad, should be consulted if, a situation arises in 
which a taxpayer has such income. 
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Appendix Ar^Juiz Solutipns 1-7' 



Solutions for Chapter, t 
Yes-No Sotuttons ' 



A. No 

B. Yes 
C Yes 
D. Yes 
E No 



True-False Solutions 



F. Yes 

G. No 

H. Yes 

I. No 



1. F 

2. F 



3. F 

" 4. T 

5. T 

6. F 

. 7. F 

8. T 

9. F 

10. F 



See chart for filiirg requirements. 
If the gross income of a single taxpayer under 
65 is $2,350 or more, he is required no file a 
tax return. If the gross income of a single tax- 
payer over 65 is $3,100 or more he is required 
to file a tax return. 

Gross income is FMV of $1,350 in this case 
(less than $2,350 requir^ for filing). 
. For joint j;pturn purposesnhey are married as of 
the last day of the taxable year. 
Sue earned less than $750. 
Since Jim is remarried he cannot fHe pintly 
with Sue. ^ . 

He must file since h^ad unearned iqcome. 

Automatic extension is 2 months tp 15 June for 
calendar year taxpayers. 
15 April 1976 (3 years from filmg or due date 
which ever is later). 



^Multiple Choice Solutions 



1. A. 

2. D. 

3. C. 



4.*B. 



5. B. 



"6. D. 



Gross income.^ See dkailed outline in summary 
£oc filing requirements. \ 
Over 65 wit^ gross income of less, than $3,100. 
All^ others must file because they meet the gross 
income test. 

If a husband and wife* have separate gross in- 
comes, they may file separate returns or q jomt 
return, if a joint return is filed, all income of 
each spouse must be include'd therein even 
though the income of one is less than $750 
aaid h6 woufU not otherwise be required to file 
a separate return. Under no circumstances may 
one f^Jp a separate return to receive a refund of 
tax withheld on wages aifd then file a joint 
return with (he other spouse. 
By remarrying before the end of the year,H4ie 
cahaot file jointly ^ith the deceased wife but 
can so file with present' wife. None of the 6thers 
are permissible. 

It would ordinarily be to their advantage to file 
sepa'rate returns. A smaller adjusted gross in-* 
come allows a -greater medical deduction. ' 
False. 15 April (due date is later than filing 
date). ^ . ^ 



Question-An^wei; Solutions * 

1. a. Vcs b.lFNo c. Yes 

2. a. No . 

^ b. Yes. By filing ^ return Form 1040 or Form 
I04OA, showing the overpayment and request- 
ing the refund. 

3. a. Internal Revenue Service Center 

1160 West 1200 South^t. 
i^jj.Ogden, Utah 84201 ^ 
V Intertial Revenue^ervice Center 

480O Buford Highway 

Chamblee, Georgia 30006 
c. Internal Revenue Service Center 

11601 Roosevelt Boulevard 

Philadelphia, Pennsylvania 19155 

4. a. No b. No 



Solutions for Chapter 2 



Question-Answer Sojutions 

1. a. Personal exemption $750 for the taxpayer and, 
if he files a separate return. $750 for his spouse pro- 
vided she had no income and was not a dependent of 
another taxpayer. Additional $750 if the spouse is 65 
or over and $750 if the spouse is blind. For each othef 
qualified dependent $750. 

b. Personal ejjemption of $1500 ($750 each). Addi- 
tional $750 is allowable if wife is 65 or over and/or 
$750 if wife is blind. For each other qualified dependent 
$750., , — 

2. If not totally" blind, attach to return a certificate 
from a physician skilled in the diseases of the eye or a 
registered optometrist, showing central visual acuity does 
not exceed 20/200 in the better eye with corrective 
lenses or that widest diameter of the visual field subtends 
an angle no greater than 20 degrees. 

3. Support test — the taxpayer is required to havij con- 
tributed more than 50% of tfie support of the dependent 
for the calendar year. 

Gross income r^^/— generally, a taxpayer is not en- 
titled to an exemption for a dependent who received 
gross income of $750 or more for the calendar year. 

Member of 'household Or relationship test— exemp- 
tion may be claimed for a dependent related to the 
taxpayer, or is a member of the taxpayer's household 
and lives^Avith the taxpayer for the entire year. 

(pitlzertship test — generally, a dependent must be a 
citizcn.or nationaf or resident of the United States, or a 
resident of Canada, Mexico, the Canal Zone or the 
Republic of Panam a. 

Joint^return tS^ — generally, if a joint return is made 
by the taxpayer and his spouse, no other person is 
allowed an^exemption for such spouse evcnthough the 
other person would have been entitled to claim an' ex- 
emption for such spouse as a dependent if such joint 
return had not been made. ♦ 

4. a. Yes 

b. If a dependent otherwise qualifies, he may have 



gross income of $750 or more and still be a dependent 
if he IS the taxpayers' child and (a) is a full-time 
student, or (b) has not reachdd the age of 19 by the 
close of the taxable year. 

5. Yes, if a legally adopted child was- a member of 
the citizen taxpayer's household, there is an exception to 
the rule requiring that a dependent must be a United 
States citizen, national or a resident ot the United 
States, Canal Zone, Panama or a country contiguous to 
the United States. The exception applies to a citizen 
taxpayer's legally adopted child whose principal place 
of abode is the home of the taxpayer and is a member 
of that household during the entire taxable year. The 
exception applies if the alien child is a member of the 
household for the entire year even though the child is 
adopted during the taxable year. TTiat is. the child must 
be a member of the household for the entire year buf 
the parent-child relationship need only exist at the end 
of the year. 

Where the dependent child \^ a resident of the United 
States, it is immaterial that the child was not a member 
of taxpayer's household during the entire taxable year. 
If legally adopted and not^ a resident of the United 
States the dependent child and taxpayer must occupy 
same household for entire taxable year. 

6. The term "support" includes expenditures for food,^ 
shelter, clothing, medical and dental care, education, 
and the like. 

7. Yes. The Government contribution is .nontaxable 
**basic allowance for quarters." ^ • 

8. No. A taxj)ayer*s spouse docs not meet the rela- 
tionship test. Yet a $750 exemption is available to the 
taxpayer if he files a separate return 'and his spouse has 
no gross income and is not the dependent of another 
taxpayer. There is no Requirement that the spouse be a 

^ resident or citizen of the United States nor that she 
resides with the taxpayer as a member of his household. 

9. a. No. Mrs. Briggs* sister was neither a citizen nor 
a resident of the United States nor di-resident d{ Canada, 
Mexico, the Canal Zone or Panama at any t-ime during 
the taxable year. 

b. Same as in "a". Must be a resident 6( the Canal 
Zone, Panama, Mexico or Canada. 

10. a. No. Since Jane filed a joint return wirti her 
husband, her father may not claim her as a dependent 

* for that year even though he met all the other require- 
ments for claiming heY as a dependent. 

b. No. On a separate return, you may claim an ex- 
emption for your wife only if she had no gross income 
and was not the dependent of another taxpafyer. 

11. Major Albeer may claim a dependency exemption 
"for each of his children. The son qualifies as a depend- 
ent inasmuch as he was a student for over five months. 

A 



The daughter was under 19 years of age, a student for 
"over five months, and did not have gross income of . 
$750^ or more. 

12^ a. Yes. The requirements have been satisfied in 
that (I) Jio one person contributed over half of the 
support, (2) Colonel Howard, Bettsy, and Andrew con- 
tributed mare than 50% of the parents' support, (3) 
the Colonel contributed more than 10% ot the total, 
(4) Bettsy and Andrew signed a written agreement that 
they would not claim the dependency exemptions. 

b. Cblonel Howard, Bettsy or Andrew ( multiple sup- 
port agreement necessary). 

13. a. Yes. Although a citizen of the United States 
whose spouse is a nonresident alien may not file a joint 
return with such spouse, he may, provided' she has no 
gross income subject to Federal income tax and was not 
a dependent of another taxpayer, claim ah exemption 
for her on his separate return, regardless of her nation- 
ality or place of residence. 

b. Yes. Mrs. Thompson's' income was not from 
sources within the United States. 

c. No. No joint return shall be made if either the 
husband or wife at any time during the taxable year is 
a nonresident^ alien. 

14. a. Either WyO Jones, his sister, of the widow 
may claim an exemption for the mother providing each 
other perso/Tin the group files a written declaration that 
he or she will not claim the individual as a dependent 
for any taxable year beginning in such calendar year. 

b. Ytfs. The written declaration required may be 
made on Form 2120. Any declaration made other than 
on Form 2120 shall conform to the substance of Form 
2120. 

c. Each other person in the group not claiming the 
exemption. 

Support Test Problem 

1. Mother 

2. Father 

3. Mother 

Tax Computation Problems 

Tax 

a $ 682 

b: $ 790 

c . : S 607 

d $ 486 

e. 'H: $ 395. 

f $ 900 

g : i $1,791 

h $2,187 
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Return Preparation Problem 




•Mq j«pio itoofv io put 
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Rtturn Prtparatian Problem 
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Solutions for Chapter 3 

Multiple* Choice Solutions 

i 



1. D. Unrealized increase in value of property. All 

items are included in gross income. 

2. E. $5,875. At! of the above items are includible in 

gross income. 

3. E. SI, 700. All of the items are includible in gross 

income. 

4. A. S800. 4 X $2 X 100 shares. The assignment 

of income does not relieve the assignor of the 
federal tax thereon. 

$150.00 in l?74 and $304.50 in 1975. Interest 
is included in gross income in the year it is 
credited to his account. 
$500. Only Car Motor Co. dividends of $400 
and U.S. Talk Co. dividends of $100 qualify as 
dividends. 

7. D. Cash dividends pald by a mutual insurance com- 

pany. 

8. C. $2,400. $3,300 less $900 specified for child sup- 

port. The $500 received for medical bills is not 



5. A. 



6. D. 



decree. 




True— False Soluttons 




1 


2 


(a)— C 


(a)— F 


(b)— C 


(b)— T 


(c)— N.C. 


(c)— F 


(d)— C 


(d)— T 


(e)— N.C. 


3— T 


(0— N.C. 


4— F 


(g)— c 


5— F 


(h)— N.C. 




(i)— C 




(j)— N.C. 




(k)— N.C. 




(D— N.C. 




Solutions for Chapter 


4 


True-False Solutions 




1. T 




2. F 




3. T 




4. T 




5. a. F 


5. (cont 




f. T 




g. F 


d. F 


h. T 


e. T 


i. T 


6. T 





Multiple Choice Solutions 

1. B. The value of property acquired in exchange for 

services performed. 

2. E. All of the above. 



3. B. Thirty-first day of absence. 

4. E. None of the above. 

5. C. Military retirement, based on length of service. 

Question-Answer Solutions 

1 Yes He can exclude an entire month's pay for every 
month during a part of which he spends in hospital. He 
cannot olaim an extension for filing his return based 
upon service in a combat zone, followed by hospitaliza- 
tion as the result of such service if the hospitalization is 
in the United States. He would have to file on or b> 15 
April. 

2 No, Compensation for personal injury is not includi- 
ble in gross income. 

3. a. Reimbursement $175 

Less actual expense : 150 

includible in income ~^$~25 

b. 'Reimbursement $500 

Expenses 550 

Excess over reimbursement TSISO 

Not deductible (maid) 20 

Deductible ~ $ 1 30 

c. Reimbursement of S380 is includible in gross 
income. Movement of dependents is a qualifying 
moving expense and S275 is therefore deductible 
as a moving expense. 

4. At least 71 miles. 

5. Generally, at least 39 weeks in the 12-month period 
following his arrival. 

Solutions for Chapter 5 
True-False Solutions 

1. T 

2. D 

3. N.D. 

4. D 

5. N.D. 

6. N.D. 

7. D 

8. T 

Multiple Choice Solutions ' 
I. e. 

* 2. e. All personal nondeductible expenses. 

3. c. $240 Property taxes on residence $105 

State income tax 1 10 

* State gasoline tax 25 

Total allowable $240 

4. e. None. Mislaid or lost property is not a theft and 
therefore not deductible. 

5. e. None. Termite damage is not sudden enough to 
qualify as a casualty loss. 

6. b. Not a recognized charitable organization. 

Question-Answer Solutions 

1. a. For 19^5, the u^e of the standard deduction is 
limited as follows: 
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16% of adjusted gross income up to $2,300 in the 
casjc of single persons and $2,600 in the case of mar- 
ried individuals. The limitation is $h300 in the case 
of married persons "filing separate returns. 

b. No. if the standard deduction is taken, tax credit 
creditvfor taxes of foreign countries shall not be allowed. 

c. No. Jhe deduction of the spouse who itemizes is 
controlling. The other spouse must also itemize deduc- 
tions, even though they amount to less than the standard 
deductions. 

2. a. None. It is a donation to an organization ' not 
created in the U.S. or any state therein. 

b. $550, the fair market value of the stock at the 
date of gift. 

c. None. Same as 2(a) above. 

d. None. This is a contribution of a service to a 
private individual. 

c. $52. This IS considered a gift to an arm of the 
U.S. exclusively for public purposes. 

f. $22.40 (7C per milc^x 320 miles). Unreimbursed 
expenditure for the use of the car for the benefit of a 
qualified organization is deductible. 

3. a. Not deductible. 

b. Deductible. 

c. Deductible. 

d. Not deductible, 
c. Not deductible. 

f. Deductible ($5). ^ 

4. a. No. Taxes are deductible only ,b) the person 
upon whom they are imposed. They are thus deductible 
by the owner of the property, not the holder of the 
mortgage. 



Nondeductible. 

Nondeductible. 

Deductible. 

Deductible, 

Nondeductible. 



f. Deductible. 



Solutions for Chapter 7 



Question-Answer Solutions 

1. a. Yes. 

b. No. 

c. Separate!). Under those conditions the wife 
would have become a resident alien on 1 November. 
She must be a resident alien for the entire )car before 
a joint return may be filed. 

2. a. Form 1040. 
b No. 

c. Married filing separate. 

d. Two. 

e. No. 

3. a. No. 

b. $6,250. All of his earnings before marriage 
($3,000) and one-half of his earnings after marriage 
($2,500) plus one-half of his wife's earnmgs after mar- 
riage ($750.00). 

c. Yes. 
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Solution to Continuing Problem (Cliapters 3, 5 and 6) 

11040 m 



Oepartmtnt of the Trtasury~.|nternil Revenu« Service 

Individual Income Tax Return 

For thtyear January 1-Pec>mber 31 !97b or other triable year faeg.nn.ru . 1 975. endinf 



» /3<.TTv 



n<ti<U •! both; 



Prmnt hMni a^drm (Num&ti tn^ it/iet/iocludmi •Mrlwnt num^r. •( rur*) routi) 



I Last name 



Requested 



City, town M pojt iHice. SUt« and Zl^ eodi 

Ox^. Hill . /yUryl.^J 
by k A In city town. \^\\»it, E 



etc do you iive^ 



for Revenue 
Sharing 



B Do you irve within the leca) 
limits of the oty, town, etc' 

□ Yes_nNont)on' 



Your social security numbtr 



Spousa's socul security no. 



Occu' 
pition 



Yours ► U.^fi.f: 



For Privacy Act NoUfication, 
set piee 2 of Instructions. 



For IRS us« only 



n 



^ Z] Smgle fchec/c on/y 0W£ box) 

2 fjf Married fiUngjomt return fevea if only one had income) 

3 □ Married f»lmg separately. If spouse is also filing'twe 

spouse's social stcurity number m de$i£nated space above 
an:f enter fuJI 

nime here ► ; 

^ Unmarried Head of Household (See page 5 of Instructions) 
► 

5 □ Qualifying wi8ow(er) with dependent chitd (Year 

spouse died »> 19 ) See pag e 5 of Instr uctions 

8 Presidential Election 
Campaign Fund . . 



Spouse s»> re ertfT"^/»f/ 



C In what county and State do you live? 
County State 



6a Regular Yourself Spouse ^VsXc'^e^V 



0 In what township do 
you live' (See pace 4 ) 



b First names of your dependent children who 
lived with vou Anr\ 



Enter 
number 



► 



Do you wish to d^^ignate Jl of your taxes for thts fund' 
If joint return, does your spouse wish to desifnite %V . 



c Number of other dependents (from hne 27) . ► 
' d Total (add lines 6a. b, and c) . . . . . . ► 

e Age 65 or over . . □ Yourself Q Spouse filmier 
Blind . . . Yourself □ Spouse ^ 

7 Total (add lines 6d and e) 





Yes 






No 




Yes 


k 




No 



1^ 



j 9 Wages, salaries, tips, and other employee compensation itu'J J"'?, ^'r?, 

{ lOa Dividends (!r»"in"rJef.wt) $ , job less exclusion % XO^, ^ ► 

, fff gross dividends a/id other distributions are over $400, hst m Part t of Schtdute B.) 

\ 11 interest income, f !! o*: '«s, enter total without listing m Schedule B 1 

' L " over $400, enter total and list in Part 11 of Schedule B I " ' 

I 12 Income other than wages, dividends, and interest (from line 36) 

1 13 Total (add lines 9, 10c, H, and 12) 

' 14 Adjustments to income (such as "sick pay," moving expenses, etc from line 42) . 
15 Subtract hne 1 4 frorr. hne 13 fAdjusted Gross Income) X:^:'^: V!^^'^co^^\\*jV\ 



Nat*: If jrou ehetk the "Yei" 
boitti) It will not tocriisi ytur 
tax af rtiutt your rifufttf. 



lOc 



11 



12 



13 



14 



15 



PC 
OO 



• If you do not itemize deductions and Irne 15 is under $15,000, find tax in Tables and enter on line 16a. 

• If you Itemize deductions or hne 15 is $15,000 or more, go to line 43 to figure tax. 

• CAUTION M you ha.e ongamgd mcomg and can be claimed as a dependent on your parent s return, check here ► and see page 7 of Instructions 



16a Tax, check tf from 



Tax Tables 



Schedule D 



XI Tax Rate Schedule X, Y, or Z 



'Schedule G | OR I I Form 4726 



b Credit for personal exemptions (multiply ('ne 6d by $30) 

c Balance (subtract line 16b from line 16a)* .... 

17 Credits (from line 54) . . 

Q I 18 Balance (Subtract line 17 from hne 16c) 

19 Other taxes (from line 63) . . 



16a 



17 



18 



V 

B 
a. 

H 



la Total Federal income tax withheld w-2f to f<ont) 

1975 estimated tax payments crwii iiom i9;4 rttwrn) 
c earned income credit 
d Amount paid with Form 4868 . 
e Other payments (from line 67) . 
22 Total (add lines Tla through e) 



_21a^ 


1. 9?i 











c 






d 






e 







19 



20 



90 



1, 9 I H 



12 

00 

22. 

n 

17 



Pay amaunt on Una 23 In 
futt witjh) this return. Wrila ^/A 
social tacurity number an ^ 
chack or money order and 
make payable to Internal ^ 
Revenue Service. ^ 



22 I 



«> 23 If hne 20 IS larger thanline 22, enter BALANCE DUE IRS . . 

j — I ' • 

Q C I C^• k hf,« ► Lj ' form 2^10 form ?2I0f, or »t4t*ment \i atttchitf Sti ptf I et lnt^ct<int ) 

g ' 24 If hne 22 is larger than line 20. enter amount OVERPAID 

cOii 25 Amount of line 24 to be REFUNDED TO YOU ... 



10 o 
OO 



26 



Afnoui^t of line 24 to be Cred- 
1976 estimated tax ► 



Afnouijt 



23 I 



24 



25 



1A2. 



26 



'inje< i/tniii f\ of t>i ^uor 
QC</?:t 



/A 

OO 



T3 



' i, , ^ y^^///y// /,'//,<////////////////////. 4^ 

W all of overpayment (hne 24) is to be 
refunded (Ime 25), make no eritry on hne 26 ^ 



T SMute t »)fn«tu/% iif filini jimtly lOTK mult t<|i 



n even If enly ane liitf Incomi) 



rnparer't itf nituri (ethir thin" ttiaiyir) 



AtfTrm (iftd l\f Cell) 
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Solutipn to Continuing Problem (Cent. 1) 



Form 1040 (1975) 



S c 

«> 
o 



(«) NAME 



(b) Rtlationship 



(c) Months llvtd In your 
homt. if bom or di*d 
during yisK, wriU B or 0 



(cO Did d*- 
ptndsrtt h«v« 
Incomt of 
1750 or mort? 



Amour^t YOU 
furnished for d«' 
p«ndfnfs ' sup* 
port, if 100% 
wHtt ALL. 



(f) Amour^t fur- 
nished by OTHERS 
Includinc d«p«nd* 
•nt 



27 Total number of depende(nts listed m column (a) Enter h^rt and on lint 6c 



Incotne other than^Wages, Dividends, and Interest 



28 Business income or (loss) (attach Schedule C) 

29a Net gam or (loss) from sale or exchange of capital assets (attach Schedule D) 

29b 50% of capital gam distributions (not reporterfOn Schedule D — see page 9 of Instructions) . 
30 Net gam or (loss) from Supplemental Schedule of Gams and Losses (attach Fomi 4797) . 
31a Pensions, annuities, rents, royalties, partnerships, estates or trusts, etc. (attach Schedule E) . 
31b Fully taxable pensions and arfiiuities (not reported on Schedule E — see page 9 of Instructions) 

32 .Farm mcome or (loss) (attach Schedule F) . . . , 

^ . / does not apply if rtfund •» for year in whtch you took the \ 

33 State mcome tax fcfunds V standard deduction— others set pact 9 of Instructions^' 

34 Alimony received 

35 Other (state nature and source — See page 9 of Instructions) ► 



36 



Tot al (add lines 28 through 35) Enter here and on line 12 

Adiustments to Income 



28 



29a 



29b 



30 



31« 



31b 



32 



33 



34 



35 



36 



CO 



SO 



37 "Sick pay." (attach Form 2440 or other required statenrrent) 

38 Moving expense (attach Form 3903) 

39 Employee business expense (attach Form 2106 or statement) 

40a Payments to a Keogh (H.R. 10) retirement plan 

40b Payments taan individual retirement arrangement from attached Form 5329, Part IH . 

41 Forfeited interest penalty for premature withdrawal— see page 10 of Instructions 

42 Total (add 'mes 37 through 41) Enter here and on lint 14 • • • • ► 

JBIII ^ Tax Computation (Po not use this part if you use the Tax Tables to find your taxQ 



37 






38 






39 






40a 






40b 






41 






42 







P] and enter total from Schedule A, lint 41 



43 Adjusted gross income (from line 15) . 

44 (a) If you itemize deductions, check here 

and attach Schedule A 

(b) If you do not Itemize deductions and Ime 15 IS $15,000 or more, check here ► □ arid: [ ^ 44 
If box on Ime 2 or 5 is checked, enter 16% of line 15 but not more than $2,600, if box 
on line 1 or 4 is checked, enter $2,300; if box on line 3 is checked, enter $1,300 . , 

45 Subtract line 44 from line 43 

46 Multiply total number of exemptions claiMed on line 7, by $750 

47^ Taxable income. Subtract line 46 from liift-45 

(Figure your tax on the amount on line 47 by using Tax Rate Schedule X, Y, or Z, or If appilcabit, 
tax from Schedule D, mcome averagmg from Schedule G, or maximum tax from Form 4726.) Enter 



43 



45 



46 



47 



/ 2M 33 



f0;3 S 3 

, the alternative 
tax on lint J6a. 



00 



To 



48 Retirement income credit (attach Schedule R) • 

49 Investment credit (attach Forfff 3468) 

50 Foreign tax credit (attach Form 1116) 

51 Contributions to candidates for public office credit — see page 10 of Instructions 

52 Work Incentive (WIN) credit (attach Form 4874) 

53 Purchase of new principal residence credit (attach Form 5405) 

54 Total (add lines 48 through 53) Enter here and on line 17^ 



48 



49 



50 



51 



52 



53 



54 



55 Tax from recomputmg prior year investment credit (attach Form 4255) . . . 

56 Tax from recomputmg prior year Work Incentive (WIN) credit (attach Schedule) 

57 Minimum tax Check here ► if Form 4625 is attached 

58 Tax on premature distributions from attached Form 5329, Part V . . 

59 Self employment tax (attach Schedule SE) 

60 Social security tax on tip income not reported to employer (attach, Form 4137) . 

61 Uncollected employee social security tax on tips (from Forms W-2) . . 

62 Excess contribution tax from attached Form 5329, Part IV ... 

63 Total (add lines 55 through 62) Enter here and on line 19 



55 



56 



57 



58 



59 



60 



61 



62 



63 



Part VI 



Other Payments 



64 Excess FiCA. RRTA. or FiCA/RRTA tax withheld (two or more employers-see pife 10 of Instructions) 

65 Credit for Federal tax on special fuels, nonhnhway fisoline and lubricatini oil (ittich Form 4136) 

66 Credit from a Regulated Investment Company (attach Form 2439) 

67 Total (add lines 64 through 66) Enter hert and on line 21t 



64 




65 




66 




67 
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Solution to Continuing Problem (Cent. 2) 



Schedules A &B— Itemized Deductions AND 
(Form 104O) Dividend and Interest Income 

► Attach to Form 104O. ► Ste Instructions for Schedules A and B (Form I04O) 



OcMttmcnt •! iht Trtisuiy 
InttfMl Hevtftut Stryttt 



Name{$) as shown on Form 1040 



75 



j Your socul security number 



Scheduffe A — Itemized Deductions (Schedule B on back) 



Medical and Dental Expenses (not compensated by insurance 
or otherwise) (See page J 1 of Instructions.) 



1 One half (but not more than $150) of in 
surance premiums for medical care. (Be 
sure to include in line 10 below) . . 

2 Medicine and drugs 

3 Enter 1% of line 15. Form 1040 . . 

4 Subtract line 3 from line 2. Enter differ 
ence (if less than zero, enter zero) 

5 Enter balance of insurance premiums for 
medical care not entered on line 1 . 

6 Enter other medical and dental expenses: 
a Doctors, dentists, nurses, etc. . . 

b Hospitals 

c Oflher (itemize — mclude hearing aids 

dentures, eyeglasses, transportation, 

etc.)^ - 



7 Total (add lines 4 through 6c> . . . 

8 Enter 3% of hne 15. Form 1040 . . . 

9' Subtract hne 8 from line 7 (if less than 
zero, enter zero) 

10 Total (add lines 1 and 9). Enter here and 
on hne 35 . ►> 

Taxes (See page 11 of Instructions ) . 

11 State and local income 

12 Real estate 

13 State and local gasoline (see gas tax tables) 

14 General sales (see sales tax tables) . . 

15 Personal property 

16 Other (itemize) ► 



17 Total (add lines U through 16). Enter 
here and on line 36 ^ 



Interest Expense (See page 12 of Instructions.) 



18 Home mortgage .... 

19 Other (itemize) ► 

Ot^^ f'Ttn ie/r £noe t.J 



20 Total (add tines 18 and 19). Enter here 
and on line 37 . . ^ 





00 






31 


00 


1 fS 


00 






















USrU 


00 



} 



PC 



OO 



Contributions (See page 12 of Instructions for examples ) 


21 a Cash contributions for which you have 
receipts, cancelled checks or other 
written evidence 




t 


b Other Cash contributions. List donees 
and amounts. ^ 

22 Other than cash (see page 12 of instruc- 
tions for required statement) .... 

23 Carryover from prior years 




















1 








1 ' 






24 Total contributions (add Imes 21a through 
23). Enter here and on hri* 38 . . ► 


1 

1 1 
i X ^ OO 


Casualty or Theft Loss(es) (See page 13 of Instructions ) 
Note: \i you had more than one loss, om/f /mes 25 f/irough 28 
and see page J3 of /nstructions for guidance. 


25 Loss before insurance reimbursement . 

26 Insurance reimbursement . . . 




OO 




OO 


27 Subtract line 26 from line 25. Enter dif- 
ference (If less than zero, enter zero) . 

28 Enter $100 or amount on line 27. which- 




OO 

OO 

OO 


(ao 


29 Casualty or theft loss (subtract ime 28 
from line 27). Enter here and on line 39 ► 




Miscellaneous Deductions (See page 13 of Instructions > 


30 Alimony paid . . . . 

31 Union dues . . 

32 Expenses for child and dependent care 
services (attach Form 2441) .... 

33 Other (itemize) ► 

34 ToUl (add lines 30 through 33). Enter 
here and on line 40 ^ 




OO 








OO 








'co 






















CO 



Summary of Itemized Deductions 



35 Total medical and dental — ime 10 . 

36 Total taxes — line 17 

37 Total mterest-^hne 20 

38 Total contributions — line 24 . . . 

39 Casualty or theft loss(es) — line 29 . 

40 Total miscellaneous — line 34 . , . 

41 Total deductions (add lines 35 through 
40). Enter here and on Form 1040, line 
44 . . . . . ^ 



go 

OO 



»o 

OO 



OO 
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Solution to Continuing Problem (Cont. 3) 



Sch«duJ«« A&B (form 1O40) 19 7S 



Schedule B — Dividend and Interest Income 



Page 2 



Name(i) as shown on Form 1040 (Oo not enter nam« and social security number if shown on othtr Stda) 



Your social stcurity number 



Dividend Income 

Nott: if gross dividends (inciudms capital gdtn distributions) and 
other distribut'ons on stock are $400 or less, do not comp/ete this 
partv But enter gross dividends less tht sum capita/ gain d.s 
tributions Jnd non taxable distributions, if any, on Form 1040, 
Jine 10a (see note below) 



1 Gross dividends (including capital gam distributions) and other 
distributions on stock. (List payers and amounts — write (H). 
(W). (J), for stock held by husband, wife, or jointly) 



(C 



' F^AMS I (HJ 



/ 33 



oo 
oo 

oc 



Interest Income 

Note: \i interest is $400 or less, do not complete this p»ft But 

enter 9mour\t of interest received on Form 1040, line 11 

7 interest includes earnings from savings and loan associations, 
mutual savings banks, cooperative banks, and credit unions 
as well as interest on bank deposits, bonds, tax refunds, etc. 
Interest atso includes original issue discount on bonds and 
other evidences of indebtedness (see page 14 of Instructions) 
(List payers and amounts) 



0^ 



2 Total of line 1 . 

3 Capital gam distributions (see page 14 of 
Instructions Enter here and on Schedule O. 

line 7). See note below _ / ^ 

4 Nontaxable distribu- 
tions (see page 14 of 
Insl(uctions) 

5 Total (add lines 3 and 4) 

6 Dividends before ixclusion (subtract line 
5 from line 2). Enter here and on Form 
1040, line 10a 




IS- 



oc 



00 



8 Total interest income. Enter here and on 
Torm 1040, line 11 



Note: W you received capita/ gam d»stribut»ons and do not need %(.ht^}\j\ti 0 to xtpoxi any other gams or losses or to compute 
the ^\Xtm9X\^t tax, do not file that schedule entei 50 percent o^ ^^p\U\ gam distnbutrons on Form 1040, 

line 29b 
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Solution to Continuing Problem (Cont. 4) 



SCHEDULE D 

(Form 1040) 

DiMrtfMftt tf thff TrMMry 
lattrntl Xmnut StrviCt 


Capital Gains and Losses (EMmpin of propiny to bt nportid on tnii 

Schiduli art gilni and loitts on itocki, bonds,' ind ilmilar inveitminti, and aalni (but not 
lossis) on ptrsonil hmU luch as • homt or Jtwilry.) * ^ 
► Attach to Form 1040. ► S«t Initructlons for Schedula D (Form 1040) 




Nami(t) ts shown on Form 1040 


SocUl tacur 


ty number ' 


WSSSMk Short-term Capita! Gains and Losses — Assets Held Not More Than 6 Months 







I. Kin^ •( Kf piny ind ^mriptiM 
(EumHt. 100 ihtrM tf "Z" Co.) 



b. Oit* 



2 
3 

4(t) 

(b) 

5 



c. Ottf 

(Mo„ Oy. yr ) 



C GroM uin met 



t. CMt %t ttMr bitit, 

It «d]Utt«d (t<* 

inttructioA F) and 

fflPMtf of ulf 



Enter your share of nat short'term gain or (loss) from partnerships and fiduciaries . . . . 

Entar nat gain or (loss), combine lines 1 and 2 

Short-term capital loss component carryover from years beginning before 1970 (see Instruction i) 
Short-term capital loss carryover attributable to years beginning after 1969 (see Instruction I) . 
Net short tarm gam or (loss), combine linas 3, 4(a_) and (b) 



■ , ^ . t,v,,iMiiiw iMiwa sj, OtlU \\Jf , 

Long-term Capital Gains and losses-^Assets Held More Than 6 Months 



4(a) 



(b) 



f. Gitn (iMt) 
(4 l»u •) 



6 /OOSks. yg^i-^ 



7 Capital gain distributions 

8 Entar gain, if applicable, from Form 4797, Ima 4(a)(1) (see Instruction A) 

9 Entar your share of net long-term gain or (loss) from partnerships and fiduciaries 

10 Enter your share of nat long-term gain from small busmass corporations (Subchapter S) . . . 

11 Net gain or (loas), combine lines 6 through 10 

12(a) Long-term capital loss component carryover from years beginning before 1970 (see Instruction I) . 

(b) long.term capital loss carryover attnbutable to years beginning after 1969 (see Instruction I) 

*3 Natlong-tarm gain or (loss), combine lines 11, 12(a) and (b) . . . . . 

Summary of Parts I and II '' — ~ — '~ 

M ii ^^1? "'"O""*? 'in" 5 and 13, and enter the net gain or (loss) here . 

19 IT una 14 snows a fialn^* 

(t) Enter 50% of Tina 13 or 50% of line 14. whichever is smaller (see Part VI for comoutation 
of alternative tax). Enter zero if there ia a loss or no entry on ime 13 ^°["P"""°'| 

ic f?J. ^"i'y^?* 15(a) from hne 14. Enter hare and on Form 1040, |,ne 29a 

16 If tina 14 ahows a loas-- v. . . . . 

^ (Ue""ructlon°jT °" """" ^^^"^ '"^ ""^ «° *° ''^^ 

^ Otharwlae, 

(a) Entar one of the followir>g amounta: 

(i) If amount on line 5 is zero or a net gam, enter 50o/p of amount on line 14; 
{ \) f amoun on line 13 is zero or a net gain, pnter amount on line 14; or. 

* ^ Kno7^°"<"** °" net losses, ent^r amount on line 5 added to 
50% of amount on line 13 ouucu 

(b) Enter hare and enter as a (loss) on Form 1040, tine 29a, the smallest of: 
(0 The amount on line 16(a); 

{W) $1,000 ($500 if married and filing a separate return— If a loss is shown on line 
, instruction N for a higher limit not to exceed $1,000); or, 
(»0 Taxable income, as adiusted (see Instruction M) ' 



10 



II 



12(a) 
(b) 



13 



( 



( 



00 



oo 



0O 



14 



15(a) 



(b) 



16(a) 



oo 
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Solution to Continuing Problem (Cont. 5) 



Schedules E&R- 

(Form 1040) 



Oe^rtfiMnt •! th» TrMSury 
Internat Rtvinut Service 



-Supplemental Income Schedule AND 
Retirement Income Credit Computation 

(From pensions and Jnnuititi, rents and royjities, partnerships, estates and trusts, etc.) 
► Attach to Form 1040. ► See Inslnietions lor Schedules E and R (Form IMP). 



75 



Name(s) as showrv^on Form 1040 



Your social security number 



Schedule E — Supplemental Irfcome Schedule (Complete Schedule R on back >f eligible for retirement income credit) 

Pension and Annuity Income. if fully taxable, do not complete this part Enter amount on Form 1O40. line 31b 
For one pension or annuity not fully taxable, complete this part. If you have more than one pension or annuity that is 
not fully taxable, attach a schedule and enter combined total of taxable portrons on hne 5. 



1 Name of payer 

2 Did your employer contribute part of the cost' ... 

If '*Yes," IS your contribution recoverable within 3 years of the annuity starting. date? . 
If "Yes," show: Your contribution $ , Contribution recovered in prior years 

3 Amount received this year 

4 Amount excludable this year 

5 Taxable portion (subtract hne 4 from line 3) . . . . 



Yes 
Yes 



□ No 

□ No 



Rent and Royalty Income, it you need more space, you may use Form4S31. 
Note: If you are reporlmt farm rental income here, see Schedule E Instructions to determine if you should also file Form 
4835 /f at least two thirds of your gross income ts from farm/ng or fishmg, check this box ^ J. 



(a) Kind and locatiOA tf ^Merty 
if (tstdcntiai. wfitc "t" 



1 Totals -T.^^OO. OO 



(k) Total amount 
of rents 


(c) Total amtunt 
of forsUits 


(d) Depreciation (eiplain 
below) or depletion 
(attach computation) 


(e) Other expenses 
(Kepair' etc 
explain Itetvw) 








;^ Ol^' OO 






S^OO. OO 





2 Net income or (toss) from rents and royalties (column (b) plus column (c) less columns (d) and (e)) 



Part 111 



Income or Losses from Partnerships, Estates or Trusts, Small Business Corporations. 

Note: It any ol the partnership, estate or trust income reported below is from farming or fishing, see Schedule E Instructions to determine 
{f you should also file Form 4835 If at least two-thtrds of your gross income (S from farmmg or \\%h\x\g, check th*s 



enter m column (k) ^ »0f Partnership t for ti . 
tate %\ Trust, m\ S f»r Small Business C»rp«ratiOfi 



1 



(c) Employer 
idcntidcAlton number 



1 Totals 

2 Income or (loss) Total of column (d) less total of column fe) 



(d) tncomc or (Uss) 



(e) Additional 1st year 
depreciatton (applicable 
only to partnerships) 



TOTAL OF PARTS 1, 11. AND III (Enter here and on Form 1040> line 31a) 



OO 



^30 



OO 



Explanation of Column (e), Part U 



liMn 



Amount 



SOO. OO 

t^oo. 

sro 00 

1^0^ OO 



Itam 


Amount 


Item 


Amount 











Schedule for Depreciation Claimed m Part II Above, if you need moic spate oi you computed depieciation undet the Class Life ^ADR) 



' (i) Descn^titn %\ K*Krt/ 


it) Date 
acquired 


(c) Cost or 
othei basis 


(d) Dtprcciation 
allowed or allowable 
in prior years 


(c) Method of 
comnutmc 
depreciation 


{() Life or 
rat* 


(|) Depreciation p3 
ror this year 


1 Total addtttonal first-year depieciation (do not include tn items below) - ■■ > 




\''' 




'KO^O OG ^C^O 


0OO.OO 




yfS 

::\ 




2 Totals 


X OjOOO.OO 
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0 

dis- 
solution to Continuing Problem (Cont. 6) 



(R«v. Ausust 1975) 



Amended U.S. Individual 
Income Tax Return 

Piece uamt ifl qmsttow, RH to tppfloblt fttws, ind expUln chaifn on ptft 2. 



Internal Revenue Service 



Name and initial (If )o«nt return, five first names and middle inittais of both) 


Last nama 


Your social security number 

i J6 , S^^'> 


Present home eddnss (Number and stroat/ndudinf apartment number, or rurat route) 

XX G'r^€A A; J) /?ue/iw^ 


Spouse's social stcuHty ru>. 



City, town or post office, Stata, and ZIP code 



0x0 rs /Y)aryU^J 'X.oo'k} 



£ntar balow nama and addrass ua< 
drass«s 



a. This retur n is for calendar year 19 y . If not for calendar year, give ending date of fiscal year 

K r\UlAA ^t.A^m.m^ _ _ . . I \ I _ ' 



Offios where original return was filed? 



19 



c Has the Internal Revenue Service advised you that your ongirwl return is being or will be 
examined? Q Yes [g No. If *'Yes." identify office 



d. Rling status claimed. 

On oniinal return . ^ Q Sm«le (g Married nhnf jointly □ Married filint «par,f Jy Q Unmirrled Head of Household n QualHyfot Wldowfer) 
On this return . . ► Q Smfla (g^ Married nimt jointly n Married fil.nt sepantety g Unmirried Head of Household □ Qu«llfyin| Widow(er) 



Income and Deductions 

Total income (adjusted gross income): 1972 1973 

Fomn 1040, line 17 j5 

Form 1040A, line . . ... .14 12 



2974 

15 
12 



1975 

15 j 
12 ) 



2 Deductions. See Instructions and explain any changes on page 2 



Tax Uability 
3a Tax: 1972 

Forni 1040. line . 18 

Fonn 1040A, line 19 



1973 
16 
17 



1974 

16 
17 



1975 
16a 
13a 



A, As •riiiMify 
rtyartad w n 
U]mA94 (S«« 
S^acmc iRstoKtiwii) 



1975 
6d 



3b Credit for personal exemptions: 
Fonn 1040 and 1040A, $30 x line 

3c Total tax (including self-employment tax, tax from recomputing prior year 
investment credit, work incentive credit, and • p 7 

etc.): 1972 J973 1974 1975 

Fonn 1040, line - 22 20 20 20 

Fonn 1040A, line . . 21 19 19 15 

(Attach Schedule SE (Form 1040) if self employment tax ts changed J. 
Payments and Credits 

4 Federal income tax withheld and 1 n aea Pll fTi% 

5 Credits f or In lijijl tpnljl IikiIi iKinhiylnni/iil ^ii\l 
tax.^l.u, TfgDlated mveMffl•^t^c'©)any ere/ 

6a Estimated Ux ^Jlj^ 1972 1973 1974 1975 

Forni 1040, linT J- ^ 24 21b 21b 

^ Foftnll040A, line , ^^20^ 20c 20c 

(Inciibe amount paid as balance due with Form 1040C.) 
6b Earned income credit: 
Form *040, line . 
Form ji040A.iline 



bncatmg 




90.0b 



B. Nat ckMia 

(Incrcau m 
Dtcr wM iMlilw 



t 



^00, PC 




B wiin i-orm 1040C.) --^\ 



7 Amoun^vPaid ^th Fonn^js&gjCa^jfhcatTSii for automatic extension of time to file) 

8 Amount^p^idAvrth-tJngmalribturn. plus additional tax paid after it was filed 

9 Total of lines 4 through 8/ column C 



Refund or Balance Due 
10 O/erpayment. if any. as shown on original return: 



C Carrwt 
•maunt 



ij e/c.3? 




Form 1040. line 
Form 1040A, line 



1972 1973 1974 
• .... 29 24 24 

24 23 23 

11 Subtract line 10 from line 9. and enter result . 

12 If line 3c, column C is more than line U. enter BALANCE DUE. Please pay m full with this return ' 

13 If line 3c, column C is loss than line 11. enter REFUND to be received 

[init* p«A|tt>tt ff I 
Wit my kAMrlHit 
iny knawMii 

Sign 
here 



1979 
24 > 

19 } 



-~ — _ ' ' - ^■^*..^v« . . ^ )f B 00 



SfauM-i »if nttaK^ filfni laintly. eOTH muit iifn (vm >f Miy mi k<4 lAMma) 



ff»Hm'i iiiMturt (»thif than tnHyar'i) 



BE SURE TO COMPLETE PAGE 2 



kkifu {in4 iXf ca4a) 



76 
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Solution to Continuing Problem (Cont. 7) 



form 1O40X (l^tv 1-75) 



Pat* 2 



Enter number of boxes checked ► 



Exemptions (See Form 1040 Instructions) 
If exemptions do not change or decrease do not comple te lines 4 and 5, 

1 Exemptions claimed on this return 
a Regular ■ ^ ^ ' 
b Number of your dependent children who lived with you 
c Number of other dependents 
d Total (add lines a, b. and c) 
t Age 65 or over H Yourself Q Spouse | 
Blind ' □ Yourself □ Spouse \ 
f Total exemptions claimed (add lines d and e) 



2 Exemptions claimed on onginal return. 

a Regular SJ Yourself ^ Spouse ; 
b Number of your dependent children who lived with you 
c Number of other dependents 
d Totdl (add lines a. b. and c) 
t Age 65 or over □ Yourself Q Spouse ) 
Blind . □ Yourself Q Spouse ) 
f Tot al exemptions claimed (add lines d and e) 

3 Difference, if any . : 



Enter number of boxes checked ► 



4 Enter first names of your dependent children who hved w,th you. but were not claimed on 



5 Other dependents not claimed on ongtnal return 



(a) NAME ► Em«r fif ufe 1 m 

th<! last cotu">n to rtfht for 
each name iistt<J <if mor« soace 
IS n««ded. attach schadula) 



(b) Relatton&hip 



(c> Months 
lived m ioor 
home It born 
or dtad during 
yaar write 
8" or "O" 




Explanation of Changes to Income. Deductions, and Credits 
ShA computations in detail. Attach applicable schedules 



/I ^cT, >r 



\00,0 0 



PROOP 



con 



) \ 



■ •J U I I I M Presidential Election Campaign Fund D«ifin»t*»«i»- . ' 

^^^^ Scipatlln .n th. Pre.Kl.ntl.l E.^lon Campaign Fand nnt .ncr..,. voUr Ux or reduce your rgfjHid^ 

Check hare *■ □ i( you did not designate %\ of your taxes but now wish to do so . 
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Appendix C: Dependency Exemption Charts 
How To Use Charts 



Dependency Exemption Charts 1, 2, 
and 3 are something like road maps. 
They are really flow charts to help you 
quickly find an answer to the tax- 
payer's question. 

We use several symbols on the charts. 
The symbols and their meanings are 
given below. (Note differing darkness ^ 
of blocks.) 




*Bejginning point or first question on chart 



Question block 



I Partial outcome block 



I 



I 

L 



Instruction to see chart notes for 
additional information 



Outcome block 



L 



J 



There are notes for each chart. 
The notes contain additional 
technical information and 

r 

references. 



Chart 




I 



Test for Dependents 

M ember of household and/or relationship test 



See chapter 2 

(Claiming dependency exemption 
and deducting medical expenses ) 



Is the person a qualifying 
relative as defined below 

(1) Your child, step child, 
adopted child A 
foster chtldQ 
grandchild or other 
direct descendant 

(2) Brother, srster, half- or 
step-brother or srster 

(3) Father, mothe/, 

step mother or step father 

(4) Grandparent, or other 
direct ancestor 

(5) Nephew, niece aunt, 
uncle Q 

(6) An in law father, mother, 
brother, sister son or 
daughter 



Yes 



Meets mem,ber of household 
and/or relationship test 



No 



Is it your husband or wife' [-Yes— See text, chapter 2 



No 



Has the person lived with 
you for the entire year 
except for temporary 
absences^ Q 



Is the pe'-son a cousin who 
f^Q^ ^3s recpt^ed institutional 
care within the year' 



Yes 



Yes 



No 



See 



I 



I Ser 



Does not qualify 



Citizenship test 



Was'the person a citizen or 
resident of the United States 
anytime during the year' 

T 



-No- 



Was the person a foreign 
exchange student' Q 

1 : 

No 



I . _ 



Yes 



'Yes- 



No 



Was he or. she a resident of 
Mexico. Canada. Panama 
Canal Zone. Republic of 
Panama or American Samoa 
at anytime during the year' 



1 



" 1 
I 

J 



Were you living abroad' 


■No ♦-I Does not qualify 




Yes 






Was he or she adopted? 




Yes^ 





No 



Meets citizenship test 



Was your home his or her 
-Yes — I principal residence for the 

entire year' 0 



Support test 



-No- 



Is he or she a child of 
divorced parents? 



No- 



Did you sur^ply more than 
50% of his or her ^ 
support? \0 



:YesZ 

Js he or she a child of 
divorced parents' 



Yes 

J ^ 



Did you and other relatives 
supply more than 50% of 
the total support' 



|-^l See^hart 3 
Yes ' ~ 



Yes 



-No- 



Meets support test 

^ I — 



I No 



Does not qualify 



I Concerns multiple support i 



ERIC 



Notes 



Test for Dependents 



Adopted child— A child who has been (a) legally adopted 
by you, or (b) has been placed rn your home for adop 
tion by a placement agency recognized by your State 
and been a rfiember of your household smce the place 
ment. A chrld placed for adoption does not have to be a 
member of your household for the^ entire year to meet 
the member of household relationship ttfst 



See Publication 17. ch 4 



0 



A 



If a foster child has lived with you for the entire year 
except for temporary absences, he or she shall be treated 
as your natural child. 



0 

' If you are married and tiling a separate retur/i, you 
cannot claim your spouse's nephew, niece, aunt or uncle 
unless they are members of your household 

See Publication. 17. ch 4 



Foreign exchange students generally may not be claimed 
as dependents For possible deduction under Contribu 
tions. see Publication 17, ch 23 



Principal residence means the same thing as 'lived with 
you for the entire year except for temporary absences *. 
We use both terms because you will encounter both of 
them in your work 



O 

Items considered support fpod. shelter, clothing, lodging 
(at fair market value), education, medical and dental 
care, recreation transportation, and similar necessities 



Items not considered support Income tax (Federal. State 
and local), social security tax. life insurance premiums, 
funeral expenses, automobiles boats, and othe'' capital 
expenditures 



See Publication 17, ch 4 



Absences such as those for vacation, school or sickness 
are temporary. An unknown length of stay in a nursing 
home for constant medical care is also considered a 
temporary absence 



Provided the relationship is n6t- in violation of local law 
the person iqualifies as a> member of your household 



See Publication 17, ch 4 



0 

To meet this test, your cousin mus| have been a mem 
ber of your household before receiving institutional care 



Divorced or legally separated under a decree of divorce 
or of separate maintenance or are separated unde*" a 
written separation agreement 
See Publication 17. ch 2 J 



In some cases no one person provides more than half 
the suppoit of a dependent If. m these instances, two or 
more persons contribute more than half a dependent's 
support, a multiple support agreement may be reache^ 

See Publication 17. ch 4 



Chart 



Dependency Exemptions ® 



Gross income test 



Yes 



<3> 



(Use Chart 1 , Tests for Dependents, plus this chart) 



Is gross income $750 
or more' 



-No- 



Meets gross income test 



Yes 



Is he or she your child step- 
child, adopted child, or 
foster child' © 



-No. 



Does not qualify 
as exemption 



Yes 

_L_ 



Was he under 19 at the end 
of the year' 



No 
t 




Was he or she a full-time 
student at least some part of 
any five months of the _ 
calendar year' © 


Yes 
t 




Was the school attended a 
high school, college, or 
university, vocational high 
school, or full time on farm 
training course? 


Yes 

\ 




Gross income test 




does not apply 



-No 



— No- 



Joint return test (if the person you wish to 

claim IS married, complete this test) 



Has he or she filed a joint 
return with husband or 
wife' 



No 

I 



Meets joint return test 



I In all likelihood, he or she | 
Yes~»-i does not meet the joint return . 
test, but see #| ' 



9V 



Dependency Exemptions 



o 

To claim a $750 exemption for a dependent, the de- 
pendent must meet the two tests on this chart, plus the 
three tests on Chart 1. However, for dependency pur- 
poses, if a taxpayer's child is less than 19 years of age 
or IS a full time student, regardless of age, the'gross 
income test does not apply. (This chart applies to 
calendar year taxpayers only.) 

o 

This includes a child who is a member of your house- 
hold placed with you by an authorized placement agency 
for legal adoption 

e 

A full time student is one who is enrolled for the number 
of hours or courses considered fuli-time attendance by 
the school attended See Publication 17, ch. 4. 

o 

Exception to the joint return test. 



An exemption may be claimed for a married dependent 
if neither the dependent nor the spouse is required to 
file a return but they file a joint return to claim a refund 
of tax withheld 



Chart 



3 



Support Test for Child of Divorced Parents 



Is the child the subject of a 
multiple Support agreement' 



-Yes- 



I Multiple support ^ 
■"l^rliles are applicable J 



No 



Was the child m the custody 
of either or both parents for 
more than one-half of the 
calendar year' 



— No- 



j General rule for support 0 
applicable (over one-half 
support), Return to chart 1 



Yes 



Tht mother meets the 0 
supRim test for the child 



Did the combined support 
furnished J5y the parents 
amount to more than one-half 
of the child's support for the 
calendar year' 



-No- 



Yts 




r 



Father - 



Yes 






Which parent had custody 
of the child for the greater 
portion of the calendar 






Mother ^ 






year' Q 





j Neither parent meets the j 

support test (However, it is 

^ possible that the multiple ' 

I support rules may qualify I 

•' I 



■Neither 



J 



Did the-mother — 

(1) Provide at least $600 
toward the child's support 

AND 

(2) Did the decree or written 
agreement between the 
parents provide that the 
mother is entitled to any 
exemption allowable for 

the child? 



Did the father — 

(1) Provide at least $6(X) 
toward the child's support 

AND 

(2) Did the decree or written 
agreement between the 
parents provide that the 
father is entitled to any 
exemption allowable for the 
child' 



No 



I 

No 



Yes 



The father meets the 0 
support test for the child 



Did the mother contribute 
$1,200 or more of child 
support (regardless of the ["Yes- 
number of children)' 



1 

No 



!~rhe parent O0 



cont/ibuting $1,200 or more 
I support for the cbild shall be 
. treated as having provided 
I more than half the support of 
I the child, regardless of any 
written agreement, unless 
I the parent having custody 
j furnished definite proof of 



I 



pYes 



Did the father contribute 
$1,200 or more of child 
support (regardless of the 
number of children)' 



The father meets the 0 
support test for the child 



' his own to show that his 
1 contributions were greater 
jjhan $1,200 



No 



The mother meets the 0 
support test for the child 



8j' 



Notes 



3^ 



Support Test for Child of Divorced Parents 



Narrative description of rules -See Publication 17, ch. 4. 



^ Return to Chart 1 and compute support from the items 
listed in note 9. 



If the divorced parent having custody remarries, support 
provided by the new spouse will be treated as f*Jrnishcd 
by the divorced parent having custody. 



Each parent is entitled to an itemized statement of the 
expenditures upon which the other parent's claim of 
support furnished is based. 

If a parent intends to claim a child as a dependent and 
has either made a request of or received a request from 
the other parent regarding the child's expenses or 
exemption and does not know the other parent's inten- 
tion by filing time, the parent must attach an itemized 
statement to the return, and if available, the other par- 
ent's statement. 

The itemized statement should include the following in- 
formation (which applies to either a child or children): 

1) the name of the child (or children) being claimed, 
names of both parents, and, if known, thp addresses and 
social security numbers of each parent; 

2) the number of months each parent had custody of 
the child, the amount of income oMhe child, and the 
total 2lmount of support for the chjTSTmcTb^ng amounts 
provided by other than the parent^; 



3) an Itemized listing of the amounts spent during the 
year by the parent making the statement, for medical 
and dental care, food, shelter, recreation and transporta- 
tion, clothing and education; 

4) amounts actually paid by the parent making the state- 
ment, 'pursuant to a divorce decree or written separation 
agreement; and 

5) other amounts paid during the year for support of 
the child, by the person making the statement. 



ERIC 
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If member of. household and citizenship tests have al- 
ready been rhet, go back to Chart 2, If not, go to 
Chart 1 , ♦ 
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Appendix D: Major Applicable Tax Forms 
^o-1040NR 



Ot9artm«nt tf thi TrMMiy 
InUfMl hwtfiv Sirvfct 



U.S. Nonresident Alien Income Tax Return 

For th« yr January l-0»c«mb«r 31, 1975. or oxhtr taxabU ytar b«flnnins 



> 1975, and tnding 



. 19 



I 



First namt and Initial 



Prwtnt home addrm (Numbar and ttrtat. includmi aptrtmant numbar or rural routa) 



City. town, or post offica, Stttt and ZIP coda 



Chack whathar 

Individual Q Fiduciary 



Idantlfylng numbar 



Occupation In tha U.S. 



Of what country wart you a citizen or national dunng tha taxabia yMr? , 



Give tddratt to wftich you want any rafund check meilad 



Giva addrau m the country whera you ara a parmenant ratident 



Note: W»$ IOCS of your irrcome receivid from US. sources not "effectively connected" with U.S trtdi orbusiniss? 
If "Yes," answar tha quastions on piga 3 complete appropnate item; on page 4 then compUta appropnaf r 



r 



h 



Fiiti!?Stj 



Status (check only one box) 



FllInf Statue and Exemptions for Indlviduait 



. . . □ Yes □ No 
Items on hnes 21 through 28 on paia f 



l □ Single resident of American Samoa, Canada, or Mexico . . 
Oth^er single, nonresident alien. . . ' 

3 □ Married resident of Amenc^an Samo#, Canada, or IVlexico . . 

4 Q Married residerrt of Japan (spouse must live m the U.S.) . . 

5 □ Other married nonres»dent,ahen 

6 □ Qualifying widow(er) with dependeot child (Yair spousa died ► 19 



firstnil ixtfflptlan for 
1^1* ti n*t ilifwikli H 

ipouM li fillni • jiturn 



niM^ui 

). (Ste Inst^nj^on H) . 

7 Exemptions for your children and other dependents from page 2. line 31 , *^ , 



8 Total (add lines I through 7) 



9 ^e 65 or over □ Yourself 

Blind Q Yourself 



10 Total exemptions claimed (add lines 8 and 9) 



□ Spouse J Applicable to residents of American 

□ Spouse jS^moa, Canada, or^MexIco only 




ut iMtruct}(^^^j^^^^i2b Less I^^SiJfif * 



1 
TO 



«> 

E 

i 



II Wag6«, sala 

12m Dividinds {u 

13 Interest Ih 

14 Income oiier than wages, dividend^, and interest (from line 41) 

15 Total (adcilines 1 1, 12c, 13, and 14) 

16 Adjustmarfts to income (such as "sick pay," moving ewjen^ 

17 Adjusted G^oss Income (SYbtnec^ifift^fr4fyS^ne 





trade or business 



Total othar taxai from lint U (includaa Ux on 'incoma not affactivaly con'nactad "with u's. trade 



18« Tax on incame e' 

(Check if frbm: Q^Tax RateSche tftSle^ 

b Credit for piibenui uA0Ml(^tion$ (multiply ime 8 by $30) 
c Balance (subtract line 18b from line 18a) .... 

19 Tot?i c'edits (from lin»' 58) 

20 Income tax after credits (subtract line 19 from tine 18c 

21 Total othar f ' — i. . . . 

Or buBlnaii) 

22 Total tax (add lines 20 ind 21) 

23a Total Federal incdma tax wlthhald (attach Forms W-^ or W--2P) . 

b 1975 estimated tax payments (include amount allowed 

as credit from 1974 return) 

c Earned Income credit (See Instruction R) . . . 

d Amount paid with Form 4868 .... *. . . . 

e Other payments (from hne 68) 

24 Total (add lines 23a through e) 



Form 4726J[ 



o c, 

^ S 
00 o a 



23« 






b 






c 






d 






e 









II 






1 2c 






13 




14 






15 






16 






17 






I8« 




b 






c 






19 




20 






21 






22 







25 If line 22 is larger than line 24, enter BALANCE DUE IRS 

26 If hne 24 is larger than line 22, enter amount OVERPAID. 

27 Amount of lino 26 to be REFUNDED TO YOU .... 

28 Amount of line 26 to be credited on I 
1976 estimated tax. ► | 28 



ii: 



► 
► 
► 



Ply imount on line 25 ''M 
i In full with this ratum. m 
i Wrtti social Mcurity 
^ number on check or ^ 
^ money order ind make ^ 
I payable to Intimil m> 
^Revenue Service. 



24 






25 






26 






27 







if ail il avtr^ymAnt ( 

ika no Mtnr on lini 2t 



rifundtd (iini 27), mi 



here 



t>aii«f *t il tnia. cmict. compliti OKlirititn tf >rip«rir (.thw thin tiiOtyir) ii KiLl in til iXmit^n ^ w^^^^ hii iS JlUi ' 



^Yo«r licnitura 



^PriMrar'i Hinituri (atiiir than tiipayar) 
A^driii (in4 21^ ^%) ' 



ERIC 



98 



10 1 



Form K UONR (1§75) 

» Let fifJt namis of dtpendent'childrcn of residints of American Samoa. Canada, Mexico, and Japan JaPine^e children must live with P«^«nt^;n^U S 

numbtr ^ 



p»t» 2 



so Othir dependants (applies to residents of American Samoa, Canada, and Mexico) Give full name, rtlat.onship. and months lived witti you 



Cnt«r 
numt>«r | 



31 Total exemptions for your children and other dependents (add hnes 29 and 30) Enter here and on hne 7 



PART 



-32 Business income or (loss) (attach Schedule C (Form 1040)) 

33« Net gain or (loss) from sale or exchange of capital assets (attach Schedule D (Form 1040)) 

b 50% of capital gam distributions (not reported on Schedule D (Form 1040)) 

34 Net gam or (loss; from Swpplemental Schedule of Gains and Losses (attach Form 4797) 

35 Rents and royalties, partnerships, estates, or trusts, etc. (attach Schedule E (form 1040)) 

36 Farm income or (loss) (attach Schedule F (Form 1040)) ' • • 

37 Scholarships and fellowships (attach explanation) 

38 State income tax refunds (see instructions) » . . . 

39 Awards and pnzes • - - , 

40 Other (state nature and source) ► 

41 Total (add lines 32 through 40) Enter here and on line-14 



32 


- i 




33« 






b 






34 




35 




36 






37 




38 




— \ — 
39 






40 




41 







PART il, — Adjustments to Income" 



42 
43 
44 
45 
46 



"Sick pay" (attach Form 2440 or other required statement) . . . 

Moving expense (attach Form 3903) 

Employee business expense (attach Form 2106 or other statement) 
Scholarships and fellowships excluded (attach explanation) . . . 
Forferted interest penalty for premature withdrawal (see instructions) 



47 Total (add lines 42 through 46) Enter here and on li ne 16 , .. ^ i „ — . 

PART IIL— Tax Computation <of Income EffeatfatjHWrm^te^^ Trade 4r Business 



42 






43 






44 






45 






46 






47 







48 Adjusted gross income 

49 Total deductions Srom line 

50 Subtract line 49 fr#m line 48] 

51 Exemptfoni i ^ 
a Individuals — multiply $750 by the num^ber of exemptions 
b Estates and trustsr-+(see instructions) 

52 Taxable income (subtract linj Sl frtJtLli 
(Compute the tax on the\amo 
if appltcable, the alternaty e 
PART IV.— Cr edits 

53 
54 

55 
56 
57 
58 



tions on tine 10 . . . w\ - A 



48 






49 






50 






51 






52 







"sTTTg'^the i|i|iiiiiiim||i I ■ W i in iliili m the Instructions for Form 1040NR, or 

7\ Schedule D _L£otf»—WUn 'orthe maximum tax on Form 4726 ) Enter the Ux on line 18a. 



Investment credit (attach Form 3468) ^ 

Foreign tax credit (attach Form 1116) 

Contributions to candidates for public office credit (see mstructions) 

Work incentive (WIN) credit (attach Form 4874) 

Purchase of new principal residence credit (attach Form 5405) . . 
ToUl (add lines 53 through 57) Enter here and on line 19 



PART v.— Other Taxes 



53 






54 






55 






56 






57 






58 







59 Tax from recomputing prior-year investment credit (attach Form 4255) 

60 Tax from recomputing prior-year work incentive (WIN) credit (attach schedule) 
Minimum tax. Check here ► [J, if Form 4625 is attached 



61 



62 Tax on income 'not efftptively connected" with U.S trade or business (froni^ page 4. Ime 13) 
63« Social stcunty tix on tip incomi not riported to employer (attach Form 4137) 
b Uncollected employee social security tax on tips (from Forms W-2) 



63a 



c Total (add lines 63a and b) 

64 Total (add lines 59 through 63c) Enter here and on line 21 



59 



60 



61 



62 



m 

63c 



64 




PAftT Vt,— dther Payments 



67a 



65 Excess FICA, RRTA, or FlCA/RRTA tax withheld (two or more employers— see instructions) 

66 Credit for Federal tax on special fuels, nonhighway gasoline and lubricating oil (attach Form 4136) 

67 Other credits and payments: 

a Regulated investment company credit 

b Credit for amount paid with Form 1040C . / 
c U.S. tax withheld at source (from page 4, line 10) . ... 
d Total (add lines 67a through c) 

68 Total (add lines 65 through 67d) Enter here and on line 24e 
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Form 1040NR (1975) 



Paf« 3 



PART VII.— Deductions 



Enter m this schedule deductions such as chautabie contributions, and casualty and theft losses Also enter those deductions, such 
as state and local in^^ome taxes, whith are connected with »ncome effectively connected with the conduct ol a trade or business withm 
the U.S 



69a State income taxes 
b Local tncome taxes 
70 Total state and local income taxes 
Enter here and on line 77 . ♦ . 



71 Contributions (Itemize) 



72 Total contributions. Enter here and on 
line 78 



73a Personal casualty or theft loss after 

insurance reimbursement . , ^ 
Note: If you had more than one loss, 
omit lines 73a and 5 and sec 
page 2 of /nstruct/ons. 

b Suotract $100 or amount on line 73a, 

,/Mchever is smaller 

74 Casu^ilty or theft loss, Entar here and 
on line 79 .... . » . 



75 Other deductions (Itemize) 



76 



Total other deductions. Enter here and 
on line 80 



77 
78 
79 
80 
81 



Taxes (from line 70) 

Contributions (from line 72) 
Casualty or theft loss (from line 74) 
Other deductions (from line 76) , . 
Total deductions^^Eotef here and on 




D Type of entry visa and visa i 



E Did you abandon your permanent residence 

as an immigrant in the U.S. this year' . • □ Yes □ No 

P Dates you entered and left the U.S. during the year. (Resi- 
dents of Canada or Mexico entering and leaving the U.S. at 
frequent intervals, give name of country only ) 



Nonresident aliens from ta;^ treaty countries Give number of 
days during the taxable year (including vacation and non 
work days) you wpre physically present in the U.S 
Residents of American Samoa, Canada, Mexico, or Japan. Did 
your spouse contribute to the support of any children claimed 
on Form 1040NR, Ime 29? □ ^es Q No 

If "Yes," state amount % . . 

Did you file a U S. income tax return for any 
year before 1975? • □ Yes Q No 

If "Yes," give the latest year and form number 
To which Internal Revenue office was it sent? 



To which internal Revenue office did you pay anv ar 
claimed, on form 1040NR. lines 23b. 23d, and 67b 



. . . . □ Yes □ No 
taterfent showing amount, nature, and 
of income and the reason it was 
e. 

claim the benefits of a U.S. income tax convention with 
a foreign country, furnish the following information: 

Country 

Type and amount of income claimed to be exempt under 
the applicable tax treaty: 

in current year 



in prior years _ • 

Were you subject to tax m that country 
on any of the income you claim is entitled 
to the convention benefits' ... . Q] Yes []] No 

Did you have a permanent establish 
ment (as defined by the tax convention 
and section 894(b) of the Code) in the 
U.S at any time during the year? . . Q] Yes Q No 

If you are filing this return for a nonresident alien spouse to 
report community income, give spouse's name, address, 
and social security number and Internal Revenue office 
where filed 



Did you file Form 1040C or Form 2063 dur 

.r.(i iiie taxable year? □ D 

If "Yes" state Internal Revenue office where you filed 



No 



Date filed ^ 
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rorin 
(Rev Oct 1975) 
OiMrlmr^t if th« Tr«l>ur> 
Inlfrnii Ktvtnui Strvici 



Application for Extension of Time 
for Filing U.S. Income Tax Return 

(For U S Citizens Abroad Who' Expect to Qqahfy For Exempt Earned Income) 



fife in duphcaXe on or before the due date lor fi/ing your return. See instructions on reverse 



Pltasa 

Pnnt 

Of 

Tyj* 



Name of taxpayer 



Number and street, or rural route 



Crty or town. State, and 2lP code or country 



Your soctat secunt^r nurabtr 



SpodM's social stcurity numbtr 



to Me my mcomt tax return 



1. I request an extension of time until 

for the year ended ^ because I expect to qualify for exemption on my 

income earned in foreign countries during that year for the reason stated below (Check one) 

(a) □ Bona fide residence in^a foreign country or countries for uninterrupted period which includes an entire taxable year 

(b) ^ □ Physical presence in a foreign country or countries for 510 full days of any 18 consecutive month period. 

2. Has an extension of time to file beeii previously granted for this taxable year' . . . ^ □ Yes Q No 

3. (a) Date of first arrival in foreign country 

(b) Data qualifying period begins g^^jj 

(c) Your address of residence m this foreign country 

(d) Date of expected return to United States 

4. Last permanent address in United Statts.. 

5. Office where you filed yourUst return (city and State) \ 

6. Occupation (if self-employed, describe, fully) 

7. (a) Name and United Statts address of employer ^^^.-^-rr^T^T! V 




CAUTIONARY NOTE: 
A Election to have the Inte 
extension, if the return is 



xolQO^ — 

n v^ff/W^ompute the in 
tifc fftular due date. 



gular due date, 
egular due date _ . 
to late payment of tax, see fequtrements for Fling m the instruc 



B Interest accrues on any tax\due from the regular due date of the return until paid^Fop^tijSVae of 

3)VeM(Snon 



come tax is not available to the taxpayer with, or without, an 
interest and amount of penalty due 



If Prepare by Taxpaytr 

Undtr penalties of perjury, )\declai| 

Signature of taxpayer . . . 




est of my 



and belief, the statements made herein are true and correct 
Date 



Date 



* Spouse's signature ^/ . 

If Prepared by Someone Other Than Taxpaytr 

Under penalties of perjury. I declare that to the best of my knowledge and belief, the statements made herein are true, 
■correct, and complete, that I am authorized by the taxpayer to prepare this application, and that I am: 
Q A member in good standing of the bar of the highest court of (specify jurisdiction) 

□ A certified public accountant duly qualified to practice in (specify jurisdiction) 

□ A person enrolled to practice before the Internal Revenue Service. " 

□ A duly authorized agent holding a power of attorney (The power of attorney need not be submitted unless requested ) 

□ A person standing in close personal or business relationship to the taxpayer who is unable to sign this application because of ill 
ness. absence, or other good cause My relationship to the taxpayer and the reasons why the taxpayer is unable to sign this 
application art 



Signature of prtpartr othtrthan taxpayer . 



Date 



The Internal RevAiMj? Service will indlcatebelow whether the extension [$ granted or dented and return the original. 
Notice to Applicant— To Be Cornpletf»d By the Internal Revenue Strvict 

□ The application ^ approved. (Please jttach this form to the return.) " 

□ The application IS f^T approved. 

Careful consideration ha5 been given to the reasons stated m your application and it has been determined that the extension is 
not warranted. » 

□ The application cannot be considered since it was filed after the due date of the return. 

□ Other 
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„ .H. Origin., copy o, th.. applicticn >. to be re^n^ to the Uxp.y.r .t an .ddr.ss other th,n th.t shcwj on p.g^l^n 
.agent acting for the Uxpaytr, please compleU the stcUon btlow: _ _ 



frint 
or 

Typa 



Numb«r and str*tt 



City or town, Statt, and ZIP cod« 



Rtqulremtnta for Rllnf If you art a 
United States citizen (or a resident alien 
from a country whosa Incomt tax treaty 
with the United States qualifies you to the 
benefits of section 911(a)<2) of the Code 
to the same extent as a United SUtts 
citizen) and you received tamed incomt 
for personal services rendered in a foreign 
country or countries, you may obtain an 
extension of time to file your United States 
income tax return. You may be granted an 
extension to 30 days beyond the date upon 
which you can reasofvably expect to qualify 
for the- exemption of this earned Income If 
you are either a bona fide resident of a 
foreign country or physicall^present in the 
foreign country for an 18-month period. An 
extension of time for filing is a privilege 
which will not be granted if your appiica 
tion is incomplete. 

An extension of time to file a return, im 
less it specifics otherwise, does not exte 
the time for payment of the tax^JOw^ 
imposes a ^penalty for the lattf^yment 
tax (other than estimated taxi of one-h 
percent a month or part of a\ month, u 
less you can show reasonable cause for 
failure to pay on time. Currency, int^r»«rt 
accrues at the rate of 9 percen* s year on 
any tax due from ,the repi'l^r dfle date of 



instructions 

three consecutive years is $25,000. There 
are certain conditions under which you may 
not consider earned income as exempt, 
regardless of your l>ona fide foreign resi- 
dence status. Instructions under Special 
rules applicable to bona fide residence 
and physical presence cover these restnc- 
tions. 

(b) Determination oi Residence. — No 
specific rule can»be statad for determining 
whethei- a United States citizen is a bona 
fide resident of a foreign country, since the 
detemiination involves your intentions re- 
garding the length and nature of your stay.^ 
Your intention to establish a bona fide reij- 
dance in a foreign country may be evi- 
denced by word* ind acts, but where they 
conflict, more emphasis will bep!5C»rf-tJTT 
the acts than on the^worjl*<-Wneral^^ 
you go, to a foreig»'«cnlntry ^^^'v^j'T** 
but teiTU)o*eT?purpose, jmf fetyj^oib® 
[fter you mvflLAcdOrfTplished 
lu are not^H^na fide resi- 
. jign country. However, if an 
indefinite stay is necessary 
accomplish the purpose, and to 
that and vou m«ke your ^^^'^"Jjt'^'f; 
«igM country, you may be a J4*%fg|WH"» 
dent of the toraiA/tJunlor*^ Federal 
rposM^Ahe temi^ _ 
lot Include a-Pes«MSlon of 
rnlted States, 



• IIJ %m*\ WMW ..WHIP-..— - ~r- — « 

the return until paym«r.c Is madd The 



(b) 



Where to File. — Complete m duplicate 
and file this application with either 

(af The Internal Revenue Service Cen- 
ter, 11601 Roosevelt Boulevard, 
Philadelphia, Pennsylvania 19155, 
or 

The local Internal Revenue Service 
Representative or other Internal 
Revenue Service Employee. 

Definition of Bona Fide Resident (Sec 
91 1(a)(1) of the Internal Revenue Code.) — 

(a) 'General. — If you are a United States 
citizen who Is a, bona fide resident of a for- 
eign country or countries for an uninter- 
rupted period which includes an entire tax- 
able year you may consider as exempt 
certain amounts of earned Income derived 
from personal services rendered abroad. 
For each of the first three consecutive 
y^ars of bona fide foreign residence, you 
may exclude no more than $20,000 of 
earned income derived dunng each yaar. 
The maximum exclusion per year of bona 
fide foreign residence following the first 



and you have Indicated to the authorities of 
that country that you are not a resident 
there and so have not been subject to that 
country's income tax, you may not be 
treated as a bona fide resident of that for- 
eign country. If you have made this state- 
ment and, as of any date a determination 
Is being made about whether you qualify 
as a bona fide foreign resident, no adverse 
determination has bean made by the- 
authorities of the foreign country abput 
your nonresidence status, you will be con- 
sidered to have been held not subject to 
the Income tax of that foreign country. 

Definition of those Physically Present In 
Foreign Countries (Sec. 911(a)(2) of the 
Internal Revenue Code).— 

(a) Ganeral. — If you are a United States 
citizen (or a resident alien from a country 
whose income tax treaty with the United 
States qualifies you to the benefits of this 
section of the Code to the same extent it 
applies to United States citizens) physically 
present in a foreign country or countries for 
a total of at least 510 full days during any 
pariod of 18 consecutive months you may. 



subject to the special rules set forth below, 
exclude up to $20,000 of your earned in- 
come for each taxable year if the earned 
income is for sen/lces performed outside 
the United States and is attributable to the 
18-month period, 

(b) Determination of 18-month Period ^ 
and Applic«*on of 510-day Rule.— In com- 
puting the minimum of 510 full days pres- 
ence in any f.oreign country or countries, 
all separate periods of such presence dur- 
ing the 18-month period are to be totaled. 
The 510 full days need not be consecutive, 
but may be interrupted by penods during 
which you are traveling over international 
waters or are otherwise ndt present m a 
jn country, 
clal Rules Applicable to Bona Fide 
ince and Physical Presence.— 

(a) \Rule of Attribution.— For purposes 
of detirmining the exemption, earned in 
come (Wbether received before, during, or 
after the taxable year In which the sen/ices 
to whicAthe amounts are attributable are 
oeVormAl) is considered received m the 
.'^Ible y&r in which the services to which 
the amojits are attributable are per 
fn^^RctfTThis rule applies only in determin 
mgtheamount of the exemption and does 
not affecl th<i time of reporting arty 
amounts which are not exempt from tax. 
In no case will amounts be attributed to 
any year in which the services performed 
are insub^stantial in nature. 

(b) Requiremant ♦as to Time of Re- 

ca,pt. To be exempt, earned income must 

be received before the close of the taxable 
year following the Uxable year in which 
the services to which the amounts are 
attributable are performed. - 

•(c) Treatment of Amounts Paid by U.S. 
Government, etc.— Earned Income paid by 
the United States or any of its agencies 
or instrumentalities is not exempt from tax 
under the bona fide residence or physical 
presence tests> 

Requests for Any Other Reason.— To re 
quest an extension for any reason other 
than the fact that you expect to qualify 
for exempt income earned abroad you 
should file an application on Form 26b8. 

Cautionary Note 

.The Internal Revenue Code provides for 
a penalty for underpayment of estimated 
tax. If you fail to qualify under either of 
the definitions stated above for excluding 
Income from your return, you may be lia- 
ble for this penalty. (See Publication 54 ) 
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Form 2555 

(R«V. Oct 1975) 

OiPiftmint of thi Trtiwry 
InUrntl Itevtru* Strvic* 



Exemption of Income Earned Abroad 

Attach to Form 1040. 



for taxabi* y«ar«ndinf 



Form is to be Used Only by United States Citizens and Certain Resident Ahens (See Instruction 1.) 



This 



Nime of taxpayer 



Fortign address (including Country) 



Social security numtMr 



Your occupation 



Name of employer ^ 



Employer's 
addrtss 



U S. ► 



Foreign ► 



^iv the latest year for wfitch you flle^t a U S. income tax return ^ 



Office where filed ^ 



. 1°!..^" J?' provisions under which earned income of citizens abroad is exempt, see instructions, you may ob 

tain Publication 54, Tax Guide for U S Citizens Abroad, and all forr^s from any tnternal Revenue office. U.S. Embassy, or Consulate. 



Check status under which you claim exemp-' 
tton of tam«d Incdtna from services abroad 



□ Bona fide residence. Complete Parts 1 and 111 

□ Physical presence Complete Parts II and 111 



JSSl'lf^JVl in the parts pertaining to your sUtus. If an item does not apply» write "DOES NOT 
APPLY. Failure to submit required information may result in disallowance of the claimed exemption. 



To be Completed for Bona Fide Residence Only 



. ended 



1 Foreigft country in which you claim bona fide residence Residence began 

• (Date) (Dale) 

2 Kind of living^quarters in foreign country Q Purchased house Q Rented house or apartment Q Rented room □ Qutrttrs furnished by tmploytr 

3 Old your family live with you abroad during any part of the taxable yetr? □ Yt$ Q No 

II ' Yes, " for what period' 

4 (a) Have you made a statement to the authorities of the foreign country you cla»m bona fide residence in that you are not t resf 

dent of that country' , 



(b) Are you required to pay income tax to the country you claim bona fide residence in' 

(f you madt a statement to the authOnties of the foreign country that you are not a resident 
not sub/ect to its income tax. you do not quaMy for this U S exemption (Set liiliiii^iilPffi'il ) 
5 Complete the followng for days present in the U.S or its possessions dunflgOK^TSxableyea 



□ Yes □ No 

□ Yt$ □ No 



0«t« irrivcd 
)n U S 




6 (a) Stata any contractual terms or other conditions rtlatinji to Ihe, 

■ \ 



(b) State the type of visa you entered theiforet^n co^DlvfrJl^et" 

(c) Did your visa contain any hmitations as\o-TfTeTwgth of your stay or employment in a foreign country? . O Yes Q No 

If "Yes," attach txp/tnation. 

(d) Ust tht places whtrt you have resided and the dates of residence Sinca yiu left the United States to establish rtsidtnct abroad. 



(a) Did you maintain a home in tha United States while residing abroad? . . O Yes □ 

/f yes," show address of your home, whether ity^s rented, and the names end re/atjonships of the occupents. 



No 



To be Completed for Physical Presence Only 



7 The iS-month period the exemption for physical presence m a foreign country is bese^ on is from through 
* fralVion ^^r^'^.^^T'^ during the 18 month penod the exemption is based on. except travel between foreign countries thet did not Invohia 
ofTa rnn^L^nod .f"Jir. ^^'^ ^^^^^^^ " " arrival in a foreign counlry. insert number of full deys to enS 

cLntrlSJtrlir;;'. ;Vt?rV^a;%nrh"pVr:i<;° ^^^^'"'^ '''' P^^-"^ • or 



N»ni« ol country 
(Includini U S ) 



D«ti »r>d timi 
dipif1«d 



0»ti »nd timi 
irrivtd 



Full diyi 
Prtitnt in 

country 



Numbir of 
diys in U S 
on businm 



Ainount firntd in U S on 
businns (Atttcft st«t«m«nt 
»howin| cOfflput<ti»n ) 



9 Enter prior years you clatmed exemption for Income earned abroad under section 9ll 
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Form 2555 (R«v 10-75) 



Pact 2 



Part 111 



To be Completed for Both Bona Fide Residence and Physical Presence 



10 Enttf below your total earned incomt, including noncash remuneration (See instructions 7 and 8(d) ) 

is part Of tht incomt (such as bonuses) attnbutabit to services performed m past years or to be performed for years other than 



this y«ar? . . 

tf "ys," SM Instructions lOfa) and ]] 



□ Yes □ No 



I Do not report exempt income on your Form 1040, but enter all taxable income m the app.ap.iate sections of the form If you 
received all or part of your income m foreign currency, translate its exchange value into terms of U S dollars at the rates prevail 
ing at the time you actually or constructively received the income. 



Earned Income (for personal services rendered m torcgn cobntn^s) 



IX (a) Total wages, salaries, t>onuses. commissions, etc, received during this year . . . 

(b) Amount attnbutabit to pnor years or future years (See Instructions 10(a) and 11 ) 

(c) Balance attributable to thu year. (Subtract lint 11(b) from lire 11(a)) . . . 

12 Pensions and annuities (See >nstruct»on 10(d)) . 

13 Allowable share of income for persona' services rendered (See Instructic^ 7 and 10a ) 

(a) In a busintss (includir g farm.ng) or profession. ^Attach Schedule C or F ) 

(b) In a partnarship (Give njm.- address, and nature of income.) . . ' 



Exchange 
ratts us«d 



Amount 
(In U S dollars) 



14 Noncash ramuntration (Market va ut of property or facilities furnished by employer. Attach statement 
showing hOw dettrmmtd ) 

(a) Homt . . 

(b) Car .... 

(c) Other property facilities 



J15 Othtr income (Specify).^.. 




16 Allowancts or reimbursemtnis 

(a) Cost of living . . . — 

(b) Ovtrsaas difftrtntial . . 

(c) Family 

(d) Education 

(t) Homa ttava 

•(0 puarttrs 

(f ) For any other purpose (Specify.) 



1 ■ 



17 Total earned income from sources outside tht U.S ... 

18 Arnount txtmptJU txtmpt status changed during tht taxable year, complete schedule below ) 
mt Ojnt 17 ttss lint 18 If less than zero enter zero Enter here and report on Form 1040) 



19 Taxable incomt (l 



Schedule for Computation of Exemption Claimed in Part III. line 18, above. 

(The $20,000 and $25,000 exemptions are fo. full taxable years. Prorate them if your 
exempt status changes during the taxable year. See Instructions 8(a)(ii) and 10(c).) 



20 Appllcabit txtmptlon 

21 Numbtr of axtmptJon qualifying days In taxabit ytar 

22 Total numbar of days In taxabit ytar 

23 Ptrcantagt appllcabit (DIvldt tht numbtr of days on tina 21 by tht numbtr of days on line 22 ) 

24 Allowabit axtmptlon (Multiply tha amount on lina 20 by tht ptrctnt on lint 23 ) . < 

c 

25 Total allowtbit txtmptlon (Add tmounts on lint 2A columns A tnd B Enter hert and on lint 18 ) 



820,000 



% 



(It mof ipaci It nttdld for any schtdull, Itc , attach stallmlnl ) 



B 



825,000 



% 
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Form 

Oep«ftffl«nt •} th« Trmury 
Inttrnal fttvenut Stfvict 



Application for Automatic Extension of Time 
to File U.S. Individual income Tax Return 



75 



NOTE: Prepare thjs form in duplicate File the original with the Internal Revenue Service Center where you are required to file your 
income tax return and pay the amount shown on line 6 below. Attach the duplicate to the face of your Form 1040. This is not 
an extension of time for payment of tax The law imposes a penalty for late payment of tax unless you show reasonable cause 



Print 
or 


Nimt (If loint rttum, tm fint nimt$ ind mituis of Mh) 


' ' < 

Last Mmt 


Your sodil purity numbtr 


fttunt horn* iWftM (Numbtr md str»tt, inelu<Jtn| ipaMment numbtr, or fufil routt) 


Spouse's social secunty numbtr 


Typ« 


City, t9wn or post oftie« St«ti ind Z\f Cod* 






c 





An automatic 2 month extension of time until June 15, 1976, is hereby requested in which to file Form 1040 for the calendar ye«r 
1975 (or If a fiscal year return until , 19 , for the taxable year Iwginning 

1975. and ending ^ 1976). ' 



,1 Total tax'you expect to owe for 1975 (see Form 1040, line 20) 

2 Federal income tax withheld . 

3 1975 Estimated tax payments (include 1974 overpayment allowed as a credit) . 

4 Other payments (see Form 1040, line 68) . . 

5 Total (add lines 2. 3. and 4) 



6 BALANCE DUE (subtract line 5'from Ime 1).-Pay in fulj 
Signature and Verification 

tf Prepared by Taxpayer Under pei^i^(f pi 
herein are true and correct. 





declane tharifj tfie best of my knowledge and belief, the statements made 



Your signatur* 



'Gpoust's sifnaturt (if filmg jointly. BO' 



/ffiubkGt to change) 

[m must iJ^\)fc4i4/<Jiy<nTh»d incomt) , , - 



Ost« 



If Prepared by Someone Other Than Taxpayer.— Under penalties of perjury. I declare that to the best of my knowledge and belief, 
the statements made herein are true and correct, that I am authorized by the taxpayer to prepare this application, and that I am. 

□ A member m good standing of the bar of the highest court of (specify jurisdiction) 

□ A certified public accountant duly qualified to practice in (specify jurisdiction) 

□ A person enrolled to practice before the Internal Revenue Service 

C A duty authorized agent holding a power of attorney with respect to f.l»ng an extension of time. (The power of attorney need not be 
submitted unless requested.) 

□ A person standing in close personal or business relationship to the taxpayer who is unable to sign t^.s application because of illness, 
absence, or other good cause My relationship to the taxpayer and the reasons why the taxpayer is unable to sign this application 
are 



Signatur* of prtpartr othtr than taxpaytr 



See instructions on reverse 
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Name($) as shown on Form 1040 



Social security number 



(a) What IS the distance from your former residence to your new 
business location^ miles 



(b) What IS the distance from your former residence to your 
former business location' miles 



Dusiness lutdiion- . , . 

(c) If the distance m (a) is 50 or more m,les farther than the distance m (b). complete the rest of this form If the distance is less than 
50 miles, you are not entitled to a moving expense deduction. /See instruction A ) 



1 Transportation expenses in moving household goods and personal effects 



2 Travel, meals, and lodging expenses in moving from former to new residence 

3 Pre move travel, meals, and lodging expenses in searching for a 
new residence after obtainmg employment 

4 Temporary livmg expenses in new location or area dunng any 30 
consecutive days after obtaining employment 



5 Total (Add tines 3 and 4.) 

6 Enter the lesser: Line 5 or $1,000 ($500 if married, filing a separate return, and you 
resided with your spouse who also started work during the taxable year) . . . . • 

7 Expenses incident to: (Check one.) 

(a) □ sale or exchange of your former residence: or, 

(b) □ If nonowner, settlement of your unexpired lease on former residence . • ■ 

8 Expenses incident to. (Check one.) 

Xa) □ purchase of a new residence; or, 

(b) □ if renting, acquiring a new tease 




9 Total (Add lines 6 
Note 




tion a decrease m realized gam 
new residence, or both. 

10 Enter the lessen Lme 9 or $2,500 ($1,250 .f marr.ed, f.lmg a separate return, and you resided with your 
spouse who also started work dunng the taxable year). (See instruction C(2).) 



11 Total moving expenses (Add lines 1, 2, and 10.) \. iu L 

12 Reimbursements and allowances received for this move (other than .mounts included on Form W-2) (See 

instruction L.) 



13 If line 12 is less than line 11, enter the excess here and on Form 1040, hne 38 



14 If line 12 is larger than line 11. enter th( 
imbursement" 



excess here and on Form 1040, line 35, as "Excess moving ra 



A. Who May Deduct Moving Expenses. — 
As an employed or a self employed person, 
you may deduct reasonable moving ex 
penses paid or incurred during the taxable 
year m connection with a move you make 
to a new principal work place 

The deduction is allowable to you only 
if (a) your change in job location has added 
at least 50 miles to the distance from your 
old residence to your work, or (b) if you had 
no former principal work place, your new 
principal work place is at least 50 miles 
from your former residence (The distance 
between two points is considered to be the 



Instructions ^ 

shortest of the more commonly traveled 
routes between those points.) 

Also, the deduction is allowable only if 
either (a) during the 12 months immedi- 
ately following your arrival in the general 
location^of your new principal work place 
you are a full time employee during at least 
39 weeks, or (b) during the 24 months 
immediately following such arrival you are 
a full-time employee or self employed on a 
full time basts^unng at least 78 week$,„ol 
which not less than 39 weeks are during the 
12 months following your arrival 



B. Tht 39 Wtek/78 Wtik Ta»t.— Disre- 
gard the 39 week/78 week test referred to 
in instruction A if employment is termi- 
nated because of death, disability, involun 
tary separation (other than for willful mis 
conduct), or transfer for the employer's 
benefit. 

If you have not satisfied the 39 Week/78 
week test before time for filing your return 
for the taxable year m which you paid or 
incurred the moving expenses, but believe 
you will later satisfy it, you may still deduct 
-those expenses in the year you paid or in- 
curred them. ^ . U .V 
(Cont/nu^d on back) 
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If, however, you have not satisfied the 
39 week/78 week test at the close of your 
next taxable \ear you must include an 
amount equal to the deduction for moving 
expenses taken m the prior year, m income 
✓ou report for that next year, unless you 
*rle an amended return to eliminate the 
deduction for the year you claimed it 

C. Deductible Movmf Expenses. — 

(1) Expenses Not Subject to a Dol/ir 
iimttatton. lines 1 and 2 — Ttvase are 

(a) Expenses for moving household 
goods and personal effects from your for- 
mer to your new residence, and 

(b) Travel expenses (including meals 
and lodging) from your former to your new 
'esidence (not to be confused with other 
travel expenses, explained below) 

(2) Expenses Subject to a Do//ar itmiti- 
'>on. lines 3, 4, 7, and 8 — These are 

(a) Travel expenses (mcluding meals 
and lodging), after you obtam employmeot, 
*rom your former residence to the general 
ocatiOn of your new principal work place 
and return, primarily to find a new resi- 
dence 

(b' Medis diid lodging expenses while 
jccopytng tempvrdiy quarters m the gen- 
eral location of yoo\ new principal work 
.jiace dur.ng an^ ZZ consecutive days after 
;3u obtain employment, and 

iC) Qualified expenses attributable to 
•he sale, purchase, or lease of your rest 
dence 

These C(2) expenses cannot exceed 
$2,500 overall per move, of which the C(2) 
'a) and (b) expenses cannot exceed $1,000. 

If you and your spouse both begin work 
3t new principal work places during the 
taxable year, consider the two events as 
one when assigning the dollar limitations m 
C(2) if, at the end of the taxable year, you 
nave shared the same new residence If 
/Ou file separate returns, these expenses 
are limited to $1 250 overall per move for 
each of you, and the C(2)(a) and (b) ex 
penses cannot exceed S500 for each of 
you 

However, if you and your spouse hav?e 
not shared the same new residence nor 
made specific plains {o do so withm a de 
terminable time, consider the events sep 
arately If you file separate returps, these 
expenses are limited to $2,500 overall per 
move, and the Cr2)(a) and (b) expenses 
cannot exceed $1,000 If you file a joint re 
turn, these expenses are limited to $5,000 
overall per move, and the C(2)(a) and (b) 
expenses cannot exceed $2,000 

D. Reasonable Moving Expenses. — The 
term "moving expenses" includes *only 
those expenses that are reasonable under 
the particular move's circumstances. Ex 



penses related to your household members 
include only those for members who had 
and have both your former ancj new resi 
dences, respectively, as their principal 
abodes (A sen/ant, governess, chauffeur, 
nurse, or valet is not generally considered 
to be a member of your household } 

t Household Goods and Personal Ef- 
fects. — In your expenses of moving house 
hold goods and personal effects from your 
former to your new residence, include the 
actual cost of transportation or hauling, 
packing and crating, m transit storage, and 
insurance 

F. Travel Expenses from Former Resi- 
dence to New Residence. — These mclude 
the cost of transportation, meals, and lodg- 
ing (including costs for your arrival date) 
The deduction for travel expenses from 
your former to your new residence is allow- 
able for only one trip However, it is not 
necessary that you and all members of your 
household travel together and at the same 
time, (To compute the cost of transporta- 
tion if you use your own car, see instruction 
G, below ) 

G. Travel Expenses (after obtaining em- 
ployment) From Former Residence to Gen- 
eral Location of New Principal Work Place 
and Return, for Purpose of Searching for a 
New Residence. — Travel expenses are de- 
ductible only if (1) you begin the trip to 
the general location of your new principal 
work place afteryou have obtained employ- 
ment. (2) you return to your former resi 
dence after searching for a new residence 
m the general location of your new principal 
work place, and (3) your principal purpose 
in traveling to the general location of the 
new principal work place is to search for a 
new residence 

Your deduction for travel expenses for 
the principal purpose of looking for a new 
residence is not limited to any number of 
trips bv you and your household members 
fvloreover, to be deductible, a trip need not 
result in a lease or purchase of property 

If you use your own automobile for this 
transportation, you may compute the trans- 
portation expenses in either of two ways. 
(1) actual out of pocket expenses (for ex 
ample, gasoline, oil, repairs), or (2) at a 
rate of seven cents a mile If you claim out 
of pocket expenses, keep an adequate rec 
ord to verify amounts, if you use the seven 
cents a mile method, attach a schedule to 
verify the mileage 

H. Meals and Lodging Expenses While 
Occupying Temporary Quarters. — These 
are deductible for any 30 consecutive days 
after you have obtained employment in the 
general location of your new principal work 
place. 

I. Qualified Expenses Attributable to the 
Sale, Purchase, or Lease of a Residence. — 



This term means only those reasonable ex- 
penses (such as sales commissions, adver- 
tising expenses, attorney's and legal fees, 
title tees, escrov; fees, and State transfer 
taxes) incident to (a; the sale or exchange 
of your former residence (not including ex- 
penses for work performed on the residence 
to assist in tts sale) which would be taken 
into account m determining the amount re 
ahzed on the sale or exchange, (b) your 
purchase of a new residence which other 
wise would be included m (i) the adjusted 
bas s of your new residence, or (u) the cost 
of the loan (but not including payments or 
prepayments of interest), (c) the settle- 
ment of an unexpired lease on your former 
residence, or (d) your acquisition of a 
lease on your new residence (excluding pay- 
ments or prepayments of rent) 

J. Nondeductible Expenses. — Moving 
expenses do not include, for example, any 
(OSS incurred on the sale, exchange, or 
other disposition of property mortgage 
penalties, cost of refitting rugs or draper- 
ies, losses due to the disposal of member 
ships in Clubs, tuition or similar items 

K. Self-employed Individuals.— A self 

emplp_/ed individual ^s one who performs 
personal services as (aj the owner of tne 
entire interest in an unincorporated trade 
or business, or (b> a partner m a partner- 
ship operating a trade or business 

To deduct expenses on Imes 3 and 4 as 
a self employed person, you have met the 
condition of having obtained employment 
if you have made substantial arrangements 
to commence work, 

L. Reimbursements and Allowances. — 

Include all reimbursentents and allowances 
for moving expenses in income In general, 
you Will find such reimbursements and al- 
lowances included on your Form W-2 How- 
ever, if there is doubt, check with your em 
ployer Use line 12 for reporting reimburse 
ments .and allowances if they are not in 
eluded elsewhere on Form 1040 or related 
schedules 

M. No Double Benefits AHowabfe. — You 

cannot reduce the amount reali2ed on the 
sale of your old residence by any expenses 
which become part of your moving expense 
deduction on line 7 You cannot increase 
the basis of your new residence by the 
amount of any expenses which become part 
of your moving expense deduction on line 
8 If you include such expenses in income 
because you have not met some condition 
for the allowance of this* deduction, make 
an appropriate adjustment to the selling 
price or basis 

N. Publication 521. — For additional in- 
formation, you may obtain Publication 521, 
Tax Information on Moving Expenses, free 
at Internal Revenue Service offices. 
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